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WORLD NEWS 

Iraq risks UN 
stand-off by 
Mocking arms 
inspections 

Lraq. is to block the work of a UN 
. arms inspection team headed by 
American Scott Ritter, whom it 
bas accused of spying for the US. 
The move is likely to provoke 
another stand-off with the UN. 
whose secretary -general, Kofi 
Aonan, last night met chief UN 
arms Inspector Richard Butler to 
discuss developments. “We have 
not decided to belt any inspec- 
tions", Mr Annan said. Page 16 ; 
Envoy fears conflict. Page 6 

US envoy stops ht 

Robert Gel bard, chief US envoy 
to the Balkans, intervened in the 
Yugoslav republic of Montenegro, 
where a demonstration raised 
fears that Belgrade would declare 
a state of emergency. Page 3 

Japan apologlut 

Japan apologised officially for the 
treatment erf British prisoners 
during the second world war, but 
one British veterans* group dis- 
missed the move as “an insult". 

Kaw movss on H Ireland 

Britain and Ireland mapped out 
proposals to revive the struggling 
Northern Ireland peace process. 
They proposed new structures 
involving London, Dublin and 
Belfast Page 16; Details, Page 10 

Netanyahu survtvus vatu 

Israeli prime minister Benjamin 
Netanyahu survived a no confi- 
dence vote - the first since his 
majority was reduced to one by 
the defection of foreign minister 
David Levy and his followers. 

Reparation for E finrops Jaws 

Germany said it had reached an 
agreement with tire Jewish 
Claims Conference on paying 
DM200m (SllOm) restitution to 
eastern European Jewish survi- 
vals otf the Holocaust Page 2 

YuRuh^s first 1988 meeting 

Russian president Boris Yeltsin 
will hold his first official 1998 
meeting at his holiday retreat 111 
since December, he has scarcely 
been seen in public this year. 
Pages 

Ourrmui pay cafi rejected 

German interior minister Man- ' 
fred Kanther rejected calls far a 
4.5 per cent pay rise for some 5m 
public sector workers. Demands 
for such a rise were* “not in touch 
with the reel world”, he said. 

Spa nMH miner kStod 

Tension rose in a Spanish coal 
dispute after a miner was killed 
by a car trying to bypass a barri- 
cade in the northern Asturias 
region. Unions have paralysed 
production at state-owned mines 
in a campaign against eats. 

Prancfi caws sfMsghtsrsd 

A French herd was slaughtered 
after an animal developed mad 
cow disease - France's 32nd BSE 
case since 1690. 

Ronaldo Piayar of Uw Year 

Brazilian striker Ronaldo of Inter 
Milan was named Fife's World 
Plays- of the Year for the second 
successive year. Compatriot 
Roberto Carlos of Real Madrid 
was second and Arsenal’s Dutch- 
man D ermis Ber gkamp third. 

Ttnmtwk 

East German conductor Klaus 
Tennstedt, a famed Mahler inter- 
preter, died in Kiel aged 71. After 
a western debut with the Boston 
Symphony Orchestra, he- went on 
to become chief conductor of the 
T.nnrinn PhiThwrm n nic;. 
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Sun launches 
cut-price 
workstation 
computers 

Sun Microsystems of the US will 
today launch an attack on the 
market for computer work- 
stations with new low-priced 
machines combining workstation 
and personal computer features. 
Page 17; Technology. Pagw 11 

Pharmacia A Upfohn, the 

US-Swedish pharmaceuticals 
company, is replacing finance 
director Bob Salisbury, 54, in the 
latest personnel change since 
Fred Hassan took over as chief 
executive in May 1997. Page 18 

Ltoett & Sprang!, one of 
Europe's oldest chocolate manu- 
facturers. has become the second 
biggest producer of high quality 
chocolate in the US by acquiring 
San Francisco's Ghirardelli 
Chocolate Company. Page 20 

Tba ra&y in European and US 
bond markets has triggered a big 
rise in corporate bond issues as 
treasurers moke the most of the 
cheapest long-term debt in 
decades. Page 17; Bonds, Page 26 

Adfd— chair man Robert 
Louis-Dreyfus pledged that the 
FFrflbn ($1.3bn) acquisition of 
Salomon, the French ski and golf 
company, would lead to no 
significant job losses. Page 20 

Royal Dutch/ShaD is to boost 
the number of women and 
nationalities in top management 
as part of a shake-up of its 
corporate culture. Page 17 

Cammoil Lahti, the UK ship 
repair and conversion group 
which floated last July, is poised 
to sign an agreement to operate 
the Gibraltar shipyard. Page 24 

Komercnl Banka, the Czech 
Republic's biggest bank, said it 
would make K£35bn ($97. 6m) of 
new provisions in its 1997 
accounts but still expected to 
make a profit Page 20 

PhffliM, the Dutch electronics 
group, has finalised the FI 1.4bn 
($583m> sale of its car systems 
business to Mannesmann of 
Germany. Page 19 

Copper and nickel are the base 
metals most likely to suffer drops 
in demand because of the Asian 
economic crisis with aluminium 
the least exposed, says one 
analyst Commodities, Page 28 

Easy Jet, the UK low-feres 
airline, is to submit a bid to 
acquire Air Holland, the Dutch 
charter operator, to establish a 
new hub in Amsterdam. Page 24 

SkansfcSr Sweden’s largest 
construction group, is seeking 
vers for its Swedish forest 
(ding s in a sftte estimated at 
SKrlbn (S125m). Page 19 

HagmMyw, the Dutch trading 
company, expects to show an 
increase in Asia-Pacific profits 
for 1997 and 1998 in spite of 
regional upheavals. Page 20 

Deutsche Bank has acquired the 
business of EL A C Baillieu, one 
of Australia's oldest corporate 
finance stockbroking • 
companies. Page 22 

Boeing retained its leadership of 
the world's aircraft industry last 
year, beating Airbus Industrie in 
orders and deliveries. Page 4 

Hilton Hotels plans to double 
the number of im mid-priced 
Hilton Garden Inn Hotels to 209 
by 2000. Page 18 


Hang Seng index falls almost 9% as troubled Peregrine flies for liquidation 


HK bank collapse shakes markets 


By our Financial 
anti International staff 

Peregrine Investment Holdings, 
Hong Kong's largest Investment 
bank, filed fur liquidation yester- 
day. plunging the territory's 
financial markets into turmoil 
and sparking a further wave of 
selling in global equities. 

In Europe, the FTSE 100 index 
fell 69.5 to close at 506M.S and ivas 
down 150 points at its lowest. Its 
fall was halted when the Daw 
Jones Industrial Average recov- 
ered from a 137 point drop. At 
1pm New York time, the Dow 
had edged :s6i>2 points higher to 
7.517.04. having fallen 222 points 
last Friday. 

Peregrine's demise fuelled anxi- 
eties about tbe impact of Asia's 
financial crisis on Hung Kong.- 
sending the benchmark Hang 
Seng index down by almost 9 per 
cent and pushing interest rates 
sharply higher. The stockmarkct 
has now lost more than half of its 
value since last August. 

Hong Kong's red chips - main- 
land-controlled companies - fell 
by more than 2U per cent as 
investors responded to concerns 
that China could consider devalu- 
ing the Yuan. 

Investment managers said the 
upheaval in Hong Kong marked a 
further vicious twist in the 
regional crisis. “You have a situ- 
ation now with general panic in 
the region setting in." said Mark 
Mobius. head of Templeton’s 
US$l4bn emerging markets fund. 

Nonetheless, tbe other recent 
trouble-spots in the region, Korea 
and Indonesia, both recovered 
yesterday, helped by positive 
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comments from IMF officials in 
Asia. The Korean market 
bounced by 3.5 per cent, while 
the Indonesian market closed 2 
per cent higher. 

The Indonesian market could 
take further strength from the 
comments of Indonesian Central 
Bank Governor Sudradjad Dji- 
wandono yesterday. He said the 


government would not bail out 
the country's indebted private 
sector and would review next 
year's national budget, which has 
been heavily criticised by foreign 
investors. 

Contagion spread through 
Europe, with London particularly 
badly hit. given its strong links 
with the Hong Kong market and 


tbe weighting of stocks like 
HSBC Holdings, Standard Char- 
tered and Cable & Wireless. 

Investors remain nervous. 
James Montier, global strategist 
at Nat West Markets, said: "I am 
still very cautious about equities 
on a three- to six- month time 
horizon. We are about to enter 
the US earnings reporting season 


Continued on Page 16 
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Morgan Grenfell name to go in revamp 


By day Harris, 

Banking. Correspondent 

Deutsche Bank is planning a 
shake-up of its global investment 
banking business which would 
see London-based Morgan Gren- 
fell lose its name and much of its 
autonomy. 

Under the plans, Germany's 
largest hank would combine its 
own corporate banking activities 
with Deutsche Morgan Grenfell. 
It hopes to announce the change 
before reporting its annual 
results on March 30. 

Deutsche Bank also plans to 
bring Its retail and institutional 
asset management arms under 


one umbrella. The combined 
asset management business, 
responsible for more than 
DM470bn (S258bn>. is likely to be 
headed by Michael Dobson, who 
would step down as DMG’s chief 
executive. 

Deutsche Bank is the latest 
European Institution to review 
its investment banking business 
in the fare of fierce competition 
by US houses and a global 
merger wave. 

Some, like Barclays and 
National Westminster in tbe UK. 
have decided to retrench. 

Others, like Dresdner Bank in 
Germany and ABN Amro and 
ING Barings in the Netherlands. 


are planning reorganisations or 
have already managed to push 
them through. 

Deutsche Bank’s plan is among 
the most radical yet and can be 
seen as its immediate response to 
the agreed merger of Swiss Bank 
Corporation and Union Bank of 
Switzerland, which enabled the 
combined Swiss bank to vault 
Deutsche Bank in size. 

U indicates that Deutsche Bank 
intends to get its own house in 
order before joining the rush for 
consolidation. 

The plan to create a single 
"wholesale bank" which does 
more to exploit client relation- 
ships is believed to be based on 


the model of J.P. Morgan, the US 
bank. Deutsche Bank feels it has 
failed to get a sufficient flow of 
deals from its customer base. It 
believes this could be remedied 
by a structure which "put one 
face to the customer". 

The 160-year-old name of Mor- 
gan Grenfell would be dropped. 
Deutsche Bank appears to be 
aiming to exert more control over 
DMG. which has expanded 
aggressively. More than any 
other bank's activities, DMG's 
recruitment push is credited with 
driving up the cost of investment 
banking staff. 

The corporate bank would be 
based in London, but no longer 


have a UK-based chief executive 
in place of Mr Dobson. Two 
Frankfurt-based executive board 
members. Ronaldo Schmitz and 
Carl von Boehm-Bezing. would be 
responsible for it. 

Mr Dobson had just been made 
chief executive of Morgan Gren- 
fell when Deutsche Bank bought 
it in 19S9. As head of combined 
asset management, he would 
remain on the executive board, 
where he is the only non-German 
member. He was previously head 
of asset management at Morgan 
Grenfell. 

Lex. Page 16 
Australian acquisition. Page 22 


Professors in court 
appeal against Emu 


By Peter Norman in Bonn and 
Lionel Barber in Brussels 

Four German professors lodged 
an appeal with the nation's con- 
stitutional court yesterday 
against the government's plans 
to join the single European cur- 
rency. However, the European 
Commission privately predieted 
that their challenge would fall. 

Presenting a 352-page com- 
plaint, the professors requested 
as injunction to prevent the sin- 
gle currency from going ahead 
before the court reached a final 
decision. 

The four asserted that 
Europe's economic and monetary 
union would be neither stable 


Inside 


COMMENT & ANALYSIS 


nor sustainable. Emu therefore 
threatened thetr property rights, 
as guaranteed by the German 
const! nation. 

Moreover, the Bonn govern- 
ment's determination to see the 
single currency start next Janu- 
ary infringed the constitutional 
duty of the Bundestag, tbe lower 
house of parliament, to represent 
the German people. 

In Brussels, a senior Commis- 
sion official discounted the sug- 
gestion that the German consti- 
tutional court could block 
monetary onion once EU leaders 
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NEWS: EUROPE 


Bonn to boost funds for Nazi victims 


By Ralph Atkins in Bonn and 
Andrew Jack in Paris 

Germany agreed yesterday to pay 
an extra DM20Qm f$ilOm) compen- 
sation to eastern European victims 
of the Nazi Holocaust not covered 
by existing schemes. 

The deal is expected to pave the 
way for an estimated 18.000 Jewish 
victims to receive monthly pen- 
sions of about DM250 C$138). ft was 
struck by Friedrich Bo hi, minister 
in the office of Helmut Kohl, the 
German chancellor, after negotia- 
tions with the Jewish Claims Con- 


ference, which will handle distribu- 
tion of the money. 

Since the second world war 
ended. Germany has provided 
about DMlOObn in compensation 
for Holocaust victims. But until the 
end of the cold war, survivors liv- 
ing in the former Soviet bloc were 
unable to make claims. 

After German reunification in 
1990. the German government 
extended aid beyond the former 
Iron Curtain, but it had recently 
faced complaints that the provi- 
sions were inadequate. 

The New York-based World Jew- 


ish Congress welcomed yesterday's 
announcement. “As we see it, 
nearly 10 years after the fall of the 
Berlin Wall, the cold war has 
finally come to an end for the east 
European Holocaust survivors," 
said Elan Steinberg, executive 
director of the WJC. 

Under yesterday's deal, subject 
to parliamentary approval, the 
DM200m would be paid over four 
years, starting from next year, into 
a fund established by the Jewish 
Claims Conference. The method of 
payment would be arranged by the 
fund itself. But payments would be 


subject to recipients being in genu- 
ine need and having so far received 
no compensation. 

Mr Bohl said Germany welcomed 
the initiative taken by the Jewish 
Claims Conference. Germany was 
happy to support the latest fund 
and would continue with its exist- . 
ing compensation schemes across 
eastern Europe. “In total, the gov- 
ernment has spent almost DMLSbn 
since 1991 servicing compensation 
for Nazi victims in eastern 
Europe," Mr Bohl said. 

In Paris, a government- backed 
commission said yesterday the 


French museums service should tie 
more active in identifying. the num- 
ber of paintings appropriated tram 
Jews during 1 the war. In a prelimi- 
nary report, the commission said it 
was regrettable that the service 
had identified only in rough figures 
of about 2,000 the total number of 
works of art it still holds. 

The report's authors also warned 
French banks to ensure that they 
carried out research into what had 
happened to .unclaimed deposits 
after France's liberation, and said 
they would assess progress In their 
next report 


Vote on bribe case threatens Italy’s reforms 

James Blitz reports on new problems for the Prodi government 


I taly’s centre-right oppo- 
sition. infuriated by alle- 
gations of judicial cor- 
ruption against one 'of its 
leading political figures, is 
threatening to retaliate by 
sabotaging crucial reforms 
of Italy's constitution. 

The row over the activities 
of C-esare Previti, a former 
defence minister, is disturb- 
ing the relative nalm which 
has characterised Italian pol- 
itics since the centre-left 
government of Romano 
Prodi almost collapsed three 
months ago. 

Mr Previti is one of the 
closest acolytes of Silvio Ber- 
lusconi. the opposition 
leader, former prime minis- 
ter and founder of the con- 
servative Forza Italia politi- 
cal movement. 

For the last five months. 
Mr Previti, an advocate who 
was defence minister in Mr 
Berlusconi '5 short-lived 1994 
government, has been the 
focus of an investigation by 
Milan magistrates in Italy's 
biggest case of judicial cor- 
ruption since the war. 

The magistrates accuse Mr 
Previti, whose knitted brow 
and Ray-Ban sunglasses are 
now a regular feature of Ital- 
ian television news, of brib- 
ing a number of judges In 
Rome between 1986 and 1989 
with money put at his dis- 
posal by Mr Berlusconi and 


his former Fininvest busi- 
ness conglomerate. 

Mr Previti is also accused 
of bribing a group of judges 
three years ago to reach a 
verdict in favour of the now 
defunct SIR chemicals firm 
in a lawsuit against 1MI, the 
Rome-based credit institute. 

Tbe allegations are 
remarkable in themselves, if 
only for the sums involved. 
In the SIR lawsuit, for exam- 
ple. Mr Previti is alleged to 
have paid L67bn t$38m) to a 
group of judges, who went 
on to award damages that 
were roughly ten times that 
amount. In turn, he is 
alleged to have received 
L2lbn in a Swiss bank 
account for bis role in the 
affair. 

The political sensitivity of 
the case is heightened by the 
proximity of the defendant 
to Mr Berlusconi, whose own 
political future has been in 
doubt for some time. The 
Milan magistrates recently 
announced that they would 
initiate proceedings against 
Mr Berlusconi on charges 
that are related to some of 
those in the Previti case. 

Both Mr Previti and Mr 
Berlusconi have vehemently 
denied all the allegations 
against them, saying that 
they are victims of a politi- 
cal campaign by a clique of 
aggressive and excessively 


independent Milanese magis- 
trates. 

But tbe Previti affair has 
turned into a political Issue 
with broader repercussions, 
because the former defence 
minister is still a member of 
the chamber of deputies and 
therefore has immuni ty from 
prosecution. 

In a scene that the Italian 
press is anticipating as 
something out of the French 
revolution, the 630 members 
of the lower house of parlia- 
ment will therefore have to 
vote next week on whether 
Mr Previti should be 
arrested. 

The outcome of the vote 
could spell trouble for the 
Prodi administration. If the 
chamber votes “yes” to Mr 
Previti 's arrest, Mr Berlus- 
coni and his allies will wreck 
all further progress in Italy's 
constitutional reform. 

They will argue that the 
constitutional reform pack- 
age - the so-called trimmer- 
ale - can only go ahead if it 
contains a massive crack- 
down on Italy’s magistrates, 
something the government 
parties refuse to accept 

In turn, the disruption of 
the constitutional process 
would be a serious blow for 
Mr Prodi's administration, 
raising questions about its 
future after Italy's expected 
approval in May for member- 


ship of the European eco- 
nomic and monetary union. 

Indeed, Massimo D'Alema, 
the leader of the Party of the 
Democratic Left (PDS) and 
the driving force behind the 
constitutional changes, has 
warned that the wreckage of 
the bicamerale would inevi- 
tably have to lead to elec- 
tions. 

What will the deputies do 
next week? There was one 
sign yesterday that cooler 
heads are prevailing when a 
parliamentary commission 
agreed that Mr Previti 
should be kept at liberty. 

However, the vote was 
close (10 to eight with two 
abstentions) and there is 
every possibility that the full 
chamber will reverse the 
decision next week. 

In the end. the verdict will 
come down to the deputies 
In the PDS. They will want 
to save the constitutional 
reforms that Mr D'Alema 
has spearheaded and could 
be tempted to vote against 
arrest in a secret ballot 

But many PDS deputies 
will want to take account of 
the fe eling s of their support- 
ers in the country. Accord- 
ing to an opinion published 
yesterday, some 62 per cent 
of these grass-roots support- 
ers are firmly in favour of 
Mr Previti's detention 
behind bars. 



Previti on his way to face a parliamentary committee 


New Russian 



as a success 


By John Thomhfl! 

in Moscow 

Russia's central bank 
yesterday hailed the re- 
denomination of the rouble 
as a success which should 
help put the country firmly 
on the path to economic 
growth this year. 

But Russia's hopes of a 
robust turnaround were kept 
in check as share prices 
were dragged down by the 
continuing fall out from 
Asia's economic woes. 

The stock market fell more 
than 14 per as interna- 
tional investors reduced 
their exposure to emerging 
markets. Since the start of 
the year, tbe RTS index has 
tumbled 19 per cent, m akin g 
it more difficult and costly 
for Russian companies to 
raise investment capital. 

Arnold Voilukov, the 
bank’s first vice-chairman, 
said the redenomination bad 
passed off “without failures 
and in an organised man- 
ner". But he forecast it 
would take another three to 
four months for the new 
redenominated banknotes to 
flush most of the old ones 
out of circulation. “We have 
not set ourselves the task of 
replacing old money with 
new money in a single go. in 
order to spare the population 
from confusion and frayed 
nerves," he said. 

From the start of 1998, the 
central bank chopped three 
zeros off the rouble and 
began fosning new notes and 
coins as it withdrew old 
ones. But old rouble bank- 
notes can be freely used 
until the end of the year, 
and can be exchanged there- 
after at commercial banks 
until 2002. 

To counter the public's 
adverse experience of previ- 
ous currency reforms, the 
central bank conducted a 


mass publicity campaign, to 
explain the redenomination. 
It set up telephone hotlines 
in every regional brandl .to. 
answer the public’s concerns 
and conducted a mass adver- 
tising campaign to highlight 
how the it would work. ' •; ' 

Mr V oilukov said ’there 
bad been no signs of "panic 
buying of US dollars es some, 
observers had feared, and he 
dismissed suggestions that 
the redenomination . had 
fuelled, inflation. - 

He said the central ;bank 
was sticking .to its forecast 
of 1 per cent inflation in Jan- 
uary - although there has 
been, much van ecdotal evi- 
dence suggesting shopkeep- 
ers pushed up prices sharply 
in December. Roland Nash, 
economist at MFK Renais- 
sance, a Moscow-based 
investment bmxk, said ihe 
central bank's media, cam- 
paign appeared to have Won 
people’s confidence. ' . . ‘ 

• Russia’s top prosecutor 
pledged yesterday toVcaiid- 
plete a probe’ into • the 
so-called “book scandal" 
which implicated seafor^ofr- 
erament officials including 
the first deputy prime 
ter, Anatoly . Chubais,- AP 
reports Grom Moscow.- - . . ' -r'.- 

The prosecutor^general, 
Yuri Skuratov, said the dhfef 
figures in the affair ; had 
already been questioned, tfae 
Interfax news agency 
reported! 

The shady book deed, led 
President Boris Yeltsin to 
fire three officios close, to 
Mr Chubais last November. - 
He also removed Mr Chubais: 
as finan ce minister. 

The scandal erupted last’ 
autumn when it ’ became, 
known that the 
Chubais included, had 
accepted advances of $90,000 
each for an unfinishe d hook 
about Russia’s privatisation 
programme. 


Swedes seek UK Labour advice 


By Tun Burt in Stockholm 

Sweden's ruling Social 
Democratic party is seeking 
advice from Britain's Labour 
government on campaign 
tactics and handling of the 
media ahead of the Swedish 
genera] election next Sep- 
tember. 

The left-of-centre party, 
hoping to defend its minor- 
ity hold on power, recently 
sent 20 'senior officials to 
London to study how the 
Labour party secured its 
comprehensive election vic- 
tory last May. 

The delegation, led by 
Ingala Thalen, the general 
secretary, was given advice 


from Labour on six cam- 
paign areas, including fund- 
raising. recruiting new party 
members. establishing 
branch networks and politi- 
cal canvassing. 

A Swedish diplomat in 
London said the effort had 
followed increased contacts 
between Swedish ministers 
and their UK counterparts, 
culminating In last Novem- 
ber's meeting between tbe 
two prime ministers, Tony 
Blair and Goran Persson. 

“During the autumn, we 
had six or seven Swedish 
cabinet ministers visiting 
the UK. The main purpose 
was about how to construct 
an [election] victory." 


The visits followed a drop 
in the SDP’s opinion poll rat- 
ings last summer. The party 
saw its popularity fall from 
33.5 per cent in June to 31 
per cent in August, while 
support for the rival Moder- 
ate party rose from 32.5 to 35 
per cent. Since then, the gap 
is understood to have nar- 
rowed. 

SDP officials said more 
meetings were being planned 
with Labour and Germany’s 
Social Democratic party, 
which hopes to oust Helmut 
Kohl's centre-right coalition 
next September. 

Karl Fetter Thorwaldsson, 
head of information at the 
SDP, said British Labour 


offlcials had studied the 
Swedish party's last election 
campaign in 1994. when it 
defeated the Moderates. 
“They even copied our cam- 
paign slogan - ‘Sweden 
deserves better'," he saicL 
Sweden’s election cam- 
paign is expected to be domi- 
nated by tax and unemploy- 
ment. A report 
commissioned by the Swed- 
ish Taxpayers Association 
showed Swedish income tax 
levied at rates of up to 68 per 
cent, against the UK's upper 
rate of 40 per cent 
Unemployment in Sweden 
fell from 13.3 to 11.5 per cent 
in November, against 7.2 per 
cent in the UK. 


ECB must manage the mix 



Preparing 
for Emu 


The success 
or failure of 
Europea □ 
monetary 
union will 
depend to a 
large extent 
on bow poli- 
ticians and 
central 

bankers 

manage the 
so-called “fiscal -monetary 
mix", a term describing the 
interaction between fiscal 
and monetary policy. 

The mix, which Incorpo- 
rates the combined policy 
stance of an economic area 
and is generally counter-cy- 
clical, is the subject of 
intense interest among econ- 
omists and central bankers 
gearing up for Emu. 
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It is a complex and specu- 
lative area, with an almost 
endless number of scenarios. 

What makes Emu poten- 
tially complicated is the 
degree to which EU-wide fis- 
cal policy remains decentral- 
ised. To set an appropriate 
fiscal-monetary mix, the 
European Central Bank mil 
have to co-ordinate with 11 
member-governments - the 
likely first-wave participants 
- and the European Commis- 
sion, which administers the 
EU’s own budget 

This degree of decentralis- 
ation could give rise to 
a“ free-rider” problem. Any 
single country’s unilateral 
fiscal action would have 
little impact on the Emu- 
wide average. As a result, 
governments - especially in 
small countries - have an 
incentive to run the highest 
permissible budget deficits. 

Of course, if everyone 
acted this way, Emu-wide 
fiscal policy could err perma- 
nently on the side of high 
deficits, and this could 
quickly become intolerable. 
Besides, individual govern- 
ment action is limited by a 
celling set by the stability 
and growth pact, agreed at 
the EU summit in Amster- 
dam last June. Tbe ceiling 
stands at 3 per cent of gross 
domestic product. 

The ECB might decide to 
counter excessive fiscal defi- 
cits with a relatively tight 
monetary policy. If it com- 
pensated fully, interest rates 
would be permanently 
higher than they would be 
under perfectly symmetric 
conditions. 

The euro, the future single 
currency, might then rise 
against other currencies, the 
terms of trade for the entire 
Emu area would worsen, and 
economic growth wouJd set- 
tle at sub-optimal levels. 

However, for political rea- 


sons, the ECB’s monetary 
policy might be able to com- 
pensate only partly for fiscal 
laxity. In that case, inflation 
would be higher than under 
a perfectly co-ordinated pol- 
icy. Either outcome would 
be seen as economically inef- 
ficient. socially undesirable 
and politically instable. 

In its latest discussion 
paper (“Options for the 
furore exchange rate policy 
of the EMU", CEPR Occa- 
sional Paper No. 17), the 
London-based Centre for 
Economic Policy Research 
notes that the rigid ceiling 
imposed by tbe stability and 
growth pact could perversely 
end up damaging the ECB's 
credibility. 

It considers a case in 
which all except one or two 
Emu countries are in reces- 


could face strains. The 
authors make the point that 
the pact is not sufficiently 
flexible. Fiscal policy flexi- 
bility would, however, be 
extremely important in deal- 
ing with asymmetric shocks 
or asynchronous business 
cycles. 

As long as business cycles 
are convergent and fiscal 
policy well co-ordinated, 
monetary policy may face 
few obstacles. But it is 
impossible to know whether 
some sudden crisis may blow 
up in the future, forcing a 
change in arrangements. 

This is why the current 
institutional and constitu- 
tional framework of Emu 
may not be carved in stone. 
The CEPR researchers con- 
clude that the stability and 
growth pact is untenable in 


It is impossible to know whether 
a sudden crisis may blow up, 
forcing a change in arrangements 


sion. Faced with such a situ- 
ation, the ECB would run a 
loose monetary policy. But 
this stance would be inap- 
propriate in the one or two 
countries not in recession. 

“A better policy would call 
for a smaller monetary 
expansion, accompanied by a 
fiscal stimulus in those 
countries where the reces- 
sion is deeper," according to 
the paper. The 3 per cent def- 
icit ceiling “will put the ECB 
under pressure to opt for a 
tight fiscal-easy money pol- 
icy mix. It will therefore 
impede rather than assist 
the ECB. Nor could the ECB 
argue for a lax application of 
the stability and growth 
pact, for fear of losing its 
own credibility." 

This is one of many sce- 
narios under which Emu 


its present inflexible form, 
and will need to be replaced 
by more supple rules. 

"Such a reform, however, 
should be accompanied by 
procedures designed to ros- 
ter the co-ordination of fiscal 
policies among national gov- 
ernments, and of monetary' 
and fiscal policies between 
Ecofln [EU economics and 
finance ministers] and the 
ECB." 

This would imply what 
“Emu-minimalists'’ have 
been keen to avoid: the over- 
all stance of fiscal policy will 
not just become a subject of 
common concern, as is 
already the case, but subject 
to common rule. This means 
an unprecedented degree of 
economic government 

Wolfgang Munchau 


Monaco gets Grimaldi bonus 


By Andrew Jack in Paris 

The gamble by tbe 
authorities of Monaco, the 
principality in southern 
France best known for its 
casinos, in investing sub- 
stantially in celebrating the 
700th anniversary of the rul- 
ing Grimaldi family has 
paid off handsomely. 

Figures just released by 
the state show that it more 
than trebled its money, gen- 
erating FFr200m-FFr300m 
<S33m-S50m) in supplemen- 
tary revenues last year 
against expenditure on the 
celebrations of FFr70ra. 

Tfae statistics were 
released alongside 1997 eco- 


nomic data for the principal- 
ity which showed that total 
turnover rose by 14 per cent 
to FFr40bn last year, 
sharply higher than in the 
surrounding regions of 
France. 

The property, hotel, bank- 
ing and retailing sectors all 
reported strong increases in 
sales, while value added tax 
receipts rose by nearly 8 per 
cent to FFrlbn. 

After two years of budget 
deficits designed to finance 
a number of heavy infra- 
structure projects, Michel 
Leveque. the senior govern- 
ment minister, said in an 
interview that he expected a 
net surplus again for 1998. 


He stressed that there was 
no question of breaking 
with Monaco’s longstanding 
tradition by introducing 
income taxes, although.it 
was possible that oew 
charges for municipal ser- 
vices - such as household 
waste collection - could be 
levied in the future. 

Discussions continue 
between France and Monaco 
over the formula by which a 
proportion of VAT levied by 
France is paid over to the 
principality, providing the 
state with its largest single 
source of revenue. Both 
sides argue that the current 
split works in favour of the 
other. 


Talks are more advanced 
on modifications to the level 
of reimbursements paid by, 
the French social security' 
system to French workers 
treated in Monaco’s hospi- 
tals. which charge relatively 
high rates. ' 

Separately, there are ten- 
sions over French employes . 
working in Monaco, who.are : 
subject to very minimal: 
social security contributions 
in the principality. The 
French government wants 
these employees to pay new.-: 
taxes Introduced to pay off/ 
the French social, security ' 
deficit. The case is befog, 
examined by the European 
Union. 
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NEWS DIGEST 

Yeltsin holds 1st 
meeting of 1998 

Boris Yeltsin. Russia's president. vrOI today bold his first 
official meeting or 1998 when he hosts Boris Nemtsov, 
first deputy prime minister, at his holiday retreat in tile 
Valdai region. 

The Kremlin has promised to release television footage 
of the event to reassure the public about the stale of Mr 
- Yeltsin's health. Mr Yeltsin, 66, who caught a viral infec- 
tion in December, has not been seen in public this year - 
apart" from two brief and heavily edited television 
.addresses. .. . 

The presidential press service has said Mr Yeltsin is 
pursuing an “active regime" on his two-week holiday, 
working oh documents and talking to foreign leaders and 
government ministers by telephone. But Russians have 
grown suspicious about official pronouncements concern- 
ing their leaders' hn*>Hh 

Mr Yeltsin is due- to. return to the Kremlin on Janaary 

19. He has summoned all the government's top officials to 
a meeting on February 26 to account for their perfor- 
mance and is likely to unveil a package of new measures 
in his state of- the nation address towards the end of the 
month. John Thornhill. Moscow 

■ AUSTRIAN POLITICS 

Haider threatens to quit 

JOrg Haider (left), leader 
of Austria's far-right Free- 

. dom party, has threat- 

?. cned to step down a 

party congress later this 

' ' year his supporters 

V pull their socks up. "1 will 
‘ V: remain in charge after the 
-V. ; " '£‘? next congress only if I see 

-V _ w mj: a return of enthusiasm at 
- : ;*Nv^ r - jBp- the heart of the party." he 
-h'-'Z-wfez. told party militants in 
- Graz on Sunday. Mr 
Haider. 47, has taken his 
party from under 5 per 
emit support to almost 30 
per cent over the last 

JHHEi&sIflSHHHBl decade.. He is now eyeing 
the Austrian chancellorship in legislative elections sched- 
uled for 1999. 

But he said he needed help. "The party has a long way 
to go, and. I cannot allow the horse to start limping at the 
first sign of an uphill slope." he said. 

Mr Haider lambasted the lack of support for a petition 
opposing the introduction of the European Union's single 
currency in 1999. About 250,000 people signed, but this 
was much less than he had hoped for. "I regret the lack of 
enthusiasm, shown in recent months," he said. "1 am not 
tired, I am just disappointed. Help me overcome this dis- 
appointment" AFP. Vienna 

■ CZECH ELECTIONS 

Poll set for June 19 

The caretaker Czech g o v er nment of Josef Tosovsky bowed 
to pressure from the main political parties yesterday and 
announced it planned to.hold early elections on June 19. 

Several figures in tbe technocrat-led administration had 
pushed for elections in November or even later, but a 
meeting of party leaders at the weekend agreed that polls 
should be held in the first half of the year. 

On Sunday Milos Zeman, the leader of tbe biggest oppo- 
sition party, the Soda! Democrats, said all the main par: 
’ties apart, from, the small Civic Democratic Alliance were, 
in favour of elections by June. 

Tbe Czech constitution does not provide an easy mecha- 
nism for early elections- and the government said they 
would have to submit a law with a vote of confidence 
attached cm Thursday, which parliament would have to 
ignore for 90 days. The constitution would then allow par- 
liament to be dissolved on April 20 and elections to be . 
held 60 days after that. Robert Anderson. Prague 

■ GERMAN BROADCASTING 

Brussels to extend probe 

The European Commission is expected to extend its inves- 
tigation into a proposed German digital pay-TV venture 
between the' broadcasting groups Kirch and Bertels m a n n 
and Deutsche Telekom. 

The Commission has opted for a four-month extension 
of the probe, as it still has reservations about the implica- 
tions of the proposed venture on competition in the Ger- 
man market. 

The Co mmissi on was supposed to take its decision on 
Thursday, but it xriay delay a formal announcement until 
next week after a request by the German authorities to 
have the case referred back to tbe Berlin cartel office - 
Germany's competition authority. This request is almost 
certain to be turned down. 

The Commission’s decision is the latest setback for the 
venture. Last month Brussels ordered Kirch and Bertels- 
mann to stop joint marketing of their existing respective 
pay-TV' networks and the decoder boxes needed far the 
nhscrambling-af di gitall y transmitted signals, on the 
grounds this cons tituted a breach, of EU competition law: 
Frederick StOdemarm. Berlin, and Emma Tucker. Brussels 

■ TELECOMS REGULATION 


Decision; on charges deferred 

German customers who switch to a new telephone com- 
pany this month; if not beyond, wiH avoid charges 
imposed by Deutsche Telekom to cover the cost of ebang- 
' ing; in' accordance with a ruling by regulators yesterday. 

- A meeting in Bonn between Deutsche Telekom and its 
new competitors put aff .until January 31 a decision on 
what new charges the former monopoly supplier can 
hhpoise: KUnte-Dieter Scheurie, head erf the new regulatory 
author i ty , said retroactive charges would not be possible. 

The meeting followed axowover plans, by Deutsche - 
Telekom to impose a DM95 <$S2)“pre-selection*" charge for 
customers contracting to use another carrier, and a DM53 
charge, for those wanting to take their existing telephone 

number tOanew supplier. . 

: MrSchetiiih hoped an agreement could be sh uck which 
avoided any chaise being imposed on customers wishing 
-to switch. Deutsche Telekom had said it wanted to share 
the. cost switching with the new companies, rather than 

rm mi' yti^npr fi. - - Ralph AtkfjJS, BotBi 
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1997 inflation at 40-year low 

FretuAprifXOT in i 997 ,.thelowest .' • 

npnhai increase in more than 4D years. Tbe . result was 


sectors, where pricej^were'iowar in December than a year 
agn, wfid tn TqamifaVrtT>rpd products, where they were vir- 
tuaHysfable. . V •' ' i 

-Ckithe other hand, price rises were.ste^est for food, 
partkadarty fresh products, which, cost 4^ per cent more 
than 22 months Artier: Id December alone, prices were 
stahtfl' Tha finanna and »m nnmy mini^tty described tile 

figures, i published yesterday by Insee. the national, sta- 
tistics agency as 'b^markable", partly hedause they 
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Germany to subsidise chip industry 


By Peter Norman in Bonn 

The German federal 
government and the eastern 
German state of Saxony yes- 
terday committed up to 
DM370m f3203m) of public 
funds to supporting the 
development of a “next gen- 
eration” chip industry based 
on 300mm wafer technology. 

Federal subsidies of up to 
DMl87iu and investment 
support of DM 120m from 


Saxony will help finance a 
joint DMl.Gbu venture of Sie- 
mens, the German electrical 
group, and Motorola, the US 
electronics company. 

It will research and 
develop 300mm wafer manu- 
facturing technology and the 
huilding of a pilot plant at 
Siemens' existing chip plant 
in Dresden. 

Up to DM63m or federal 
subsidies will be paid to 
Wacker SUtrotiic, a German 


company, to develop produc- 
tion of 300mm silicon sheets 
at a DMl.Sbn plant in Bur- 
ghausen in Bavaria. 

Jurgen Ruttgers. Ger- 
many's science and technol- 
ogy minister, hailed tbe part- 
nership as evidence of a 
comeback for Germany as a 
site for industrial invest- 
ment. He said the so-called 
“300-plus'' project would cre- 
ate the foundations of a 
"chip factory of the future'' 


and that Dresden, the Saxon 
capital, would increase its 
share of European semicon- 
ductor production to 10 per 
cent by 2001 from about 4 
per cent. 

Heinrich von Pierer. chief 
executive of Siemens, 
explained the project centred 

on new technology for man- 
ufacturing chips that could 
cut production costs by up to 
30 per cent compared with 
easting 200mm wafer tech- 


nology. Motorola and Sie- 
mens expect to be producing 
chips with 300mm wafers by 
the end of this year in the 

project's development stage, 
and to achieve volume pro- 
duction with the new tech- 
nology by 2000. 

Mr von Pierer said the 
Dresden investment would 
create 450 jobs. 

According to Mr ROttgers, 
the project could ultimately 
secure and create 13,000 


highly qualified jobs in Ger- 
many, of which 8.000 would 
be permanent. 

However. Mr von Pierer 
also warned the semiconduc- 
tor business was going 
through difficult times. 
Although Siemens expected 
its semiconductor sales to 
increase to DMl0bn-DM12bn 
by the end of this centuiy 
from DM6bn last year, it 
faced a difficult year because 
of falling prices. 


Poland prepares for telecoms breakthrough 

A little-known company is set to compete with the state-owned operator due for flotation 


P oland's Telekomunikacja Pol- 
ska (TP), the state-owned 
telecoms operator due to be 
partly privatised this year, may 
face strong competition later this 
year thanks to an ambitious if 
little-known rival called Tel- 
Energo. 

The company is one of several 
local ami mobile telephone opera- 
tors which are preparing to loosen 
TP's grip on Poland's lucrative 
inter-city voice traffic. 

These developments threaten to 
lower the value or TP, which is put 
at between $10bn and $15bn. They 
also raise the prospect that TP will 
lobby the government for extended 
protection from private sector com- 
petition, In order to secure the best 
possible price when it is floated on 
the Warsaw bourse in the autumn. 

So far, TP has used its statutory 
monopoly on long-range domestic 
and international connections to 
fight off competition from private 


operators with licences to run local 
networks. These include Netia, a 
joint venture between Telia of Swe- 
den and a local partner backed by 
mainly Israeli investors. 

TP has been able to charge less 
far local calls and subsidise this 
traffic with higher charges for 
long-range connections. This 


will then be left with an exclusive 
right to foreign connections untlll 
2003. The key to breaking TP’s 
inter-city monopoly lies with Tel-E- 
nergo. a small telecommunications 
company set up by Poland's state- 
owned power distributors and PSE. 
which runs the national power 
grid. 


Tel-Energo is one of several operators 
which are preparing to loosen TP's grip 
on Poland's inter-city voice traffic 


option has been closed to private 
sector companies forced to use TP's 
tmer-city links and unable to price 
iheir services higher than TP's. 

As a result, they have marked 
time with their investments as 
they have waited for TP's monop. 
oly on inter-city domestic links to 
end at the start of next year. TP 


Polish state railways and GSM 
mobile telephone operators are also 
planning national networks, but 
Tel-Energo is way ahead of the 
field. The company is completing a 
SllOm nationwide fibre-optic com- 
munications network which has 
been run along the existing power 
distribution system. 


Thanks to this the network will 
be ready to match TP's long-range 
facilities later this year, a feu- 
months before TP loses Its statu- 
tory monopoly. Tel-Energo will 
then be able to serve both local 
operators, such as Netia, and 
Poland's two independent GSM net- 
works. which are bound by law to 
use TP's costly and at times unreli- 
able long-range links. 

PSE and Tel-Energo are also 
shareholders in Polkomtel, one of 
Poland's two GSM operators, 
potentially giving it the edge over 
the rival Polska Telefonia Cyfrotva 
i.PTC). 

However. Tel-Energo's chief 
executive. Zdzislaw- Nowak, says 
his company will not discriminate 
against anyone when offering 
long-range services. 

Meanwhile Pawel Kuraszkieuicz. 
a member of PSE’s management 
and head of Tel-Energo's supervi- 
sory board, is excited about the 


prospects for the power sector's 
telecommunications sum. 

He thinks it could soon be con- 
trolling a quarter of the country's 
telecommunications market, now- 
worth around SlObn a year. The 
company will also provide cable-TV 
programme Jinks and already car- 
ries electronic mail for corporate 
customers. 

The flow of revenue will help 
finance the modernisation of the 
power sector and put Tel-Euergo. 
which reported 36m zlotys (SlOm) 
worth of sales last year, on track 
for a stock exchange flotation in 
the not too distant future. 

Working in alliance with KGHM. 
Poland's giant listed copper- 
producer. Tel-Energo recently won 
licences to install and operate local 
networks in three western prov- 
inces. including Wroclaw, as well 
as Elblag on the Baltic coast. 

Christopher Bobinski 


Miner US envoy 
killed warns 

during defeated 
Spanish Milosevic 
strike ally 


By David White in Madrid 

Tension rose in a Spanish 
coal dispute yesterday after 
a min er was knocked down 
and killed by a car trying to 
bypass a barricade on a 
highway in the northern 
Asturias region. 

Unions, which have 
already paralysed produc- 
tion at state-owned mines in 
a campaign to stop the Euro- 
pean Commission from 
imposing further cuts, 
suspended protest actions 
hut called out the rest of the 
coal Industry for a one-day 
strike today. 

The strike at the state- 
. owned Hunosa and Figaredo 
mining companies has been 
extended at least until 
tomorrow, when a fresh 
round of talks is scheduled 
with management. Today 
will be the 10th strike day in 
a movement which, com- 
bined with, holidays, has 
halted activity at the mines 
since before Christmas. 

One large private-sector 
mine near Gij6n had already 
joined the movement in sym- 
pathy last Friday. Josep 
PiquS, industry minister, 
called for calm after yester- 
day morning's fatal incident 
and emphasised that negoti- 
ations should continue. 

Unions want the govern- 
ment to stand by a settle- 
ment on tbe future of the 
state-owned mines that was 
agreed last May. This fore- 
saw a reduction in jobs at 
the two companies from 
about 10.000 to 7,000 in 2001, 
with an early retirement pro- 
gramme offset by more than 
1.000 new hirings. 

This plan was pegged to a 
reduction in output from 
2.5m tonnes to 2.1m. But the 
Commission wants output 
brought down to 1.5m 
tonnes, calling the new hir- 
ings Into question. 

Roads and railways have 
been cut off by protesters 
amid clashes with police in 
Asturias, where unions are 
considering calling a general 
strike. The conflict risks 

becoming a focus of discon- 
tent- against the centre-right 
government's privatisation 
of industries such as steel 
and shipbuilding. 

• The government obtained 
some consolation on the 
labour front with figures 
showing a reduction of 
140,000' in registered unem- 
ployment last year. The 
national employment office 
said the number of regis- 
tered Job-seekers fell by 
liooo in December to 2 . 08 m. 
or 1&8S2 per cent, compared 
with 12.94 per cent theprevi- 
ous month, it was the lowest 
December rate since 1980. 

The registered figures con- 
tinue to show a discrepancy 
with Spain's quarterly 
employment survey showing 
a. jobless rate of 20.5 per 
cent However, they demon- 
strate a sharp rise in the 
number of Spaniards being 
engaged on a permanent 
basis since last year.. 


By Guy Din mo re 
in Podgorica 

The chief US envoy to the 
Balkans intervened yester- 
day to defuse a crisis in tbe 
Yugoslav republic of Monte- 
negro. where a demonstra- 
tion by supporters of the out- 
going president raised fears 
that centra] authorities in 
Belgrade would declare a 
state of emergency. 

The US envoy, Robert Gel- 
bard, said he bad warned 
Momir Bulatovic, the presi- 
dent who was defeated in 
elections last October, of 
Washington’s “strongest pos- 
sible opposition" to any 
attempt to block the transfer 
of power. 

Mr Bulatovic, a key ally of 
Slobadan Milosovic, the 
Yugoslav president, is due to 
hand over his office on 
Thursday to Milo Djuka- 
novic, their reformist rival, 
who has challenged Serbia's 
domination of Montenegro, 
its tiny sister republic. 

Mr Bulatovic has denied 
reports in the Yugoslav 
media that he intends to stir 
up violence tn the streets to 
create a pretext for a state of 
emergency that would pro- 
long his term. 

A pro-Bulatovic rally out- 
side Montenegro's parlia- 
ment building drew about 
10,000 people, fewer than 
organisers bad hoped for. 
Banners denounced “US 
interference" but the mood 
was generally peaceful. 

Mr Gel bard said Mr Bula- 
tovic had told him be 
accepted Mr Djukanovic’s 
narrow election victory, but 
speakers at the rally repeat- 
edly accused him of fraud 
and demanded new parlia- 
mentary and presidential 
polls. They said protests 
would continue. 

Present at the demonstra- 
tion was the federal Yugo- 
slav defence minister, Pavle 
Bulatovic, who belongs to 
the same clan as the Monte- 
negrin president. 

A state of emergency 
would have to be enforced 
by the Yugoslav army, as Mr 
Djukanovic controls most of 
the republic’s security 
forces. Diplomats said the 
demoralised and poorly 
funded federal army was 
unwilling to get involved. 

Police were out in force in 
Podgorica with water can- 
non ready in side-streets. As 
night foil, several thousand 
people, many of them Serbs 
and ' former communists, 
were outside parliament 
Western governments 
have thrown their support 
behind Mr Djukanovic, an 
ex-communist who became 
prime minister in 1991 at the 
age of 29. 

He has attacked Mr Milo- 
sovic for isolating what is 
left of Yugoslavia and block- 
ing economic reforms, know- 
ing that Montenegro's ambi- 
tious plans for privatisation 
and foreign Investment will 
be obstructed by continuing 
US sanc tions on Belgrade. 
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outsourcing. Bur in the pharma- 
ceutical industry it has tradition- 
ally been applied piecemeal — 
project by project, phase by 
phase or even site by site. 

Quintiles offers a totally new 
approach: Total Outsourcing 
as a strategic tool ro manage 
major corporate issues as well 
as complex drug development 
projects. For example: 

Total Outsourcing to 
manage complex drug 
development projects 

Many of today's multi-site, 
multinational drug development 
projects require a massive staff 
and infrastructure for a relatively 
short period of time. Total 
Outsourcing to Quintiles is for 
more efficient than building an 
organization internally and then 
dismantling it, or outsourcing 
isolated segments of the projecr 
and trying to coordinate them 
all internally. In addition to 
speeding new products to regis- 
tration, Quintiles actually 
enhances sponsors’ control 
throughout the drug development 
process. Our QNET® software, 
for example, puts lab results 
on your desktop PC the next 
morning, anywhere in the world, 
for more timely information 
and earlier decision making. 


Total Outsourcing to ease 
restructuring 

One Quintiles customer needed 
to divesr irs entire Scandinavian 
research operation. Total 
Outsourcing to Quintiles enabled 
them to avoid the repercussions 
of having to shut down a sub- 
stantial business unit. Quintiles 
was able ro increase the opera- 
tion’s productivity to make it 
economically viable and, in fact, 
a significant addition to Quintiles’ 
resources. So Total Outsourcing 
preserved a valuable asset — in 
terms of both facilities and staff 
experience — and made it more 
widely available to the drug 
development community. 

Total Outsourcing as a 
cost-effective approach to 
geographic expansion 

A global presence is increasingly 
important to pharmaceutical 
companies, but physically 
building facilities and hiring 
staff in still-developing areas 
can be a prohibitive drain on 
limited resources — and an 
expensive mistake if those 
outposts foil to develop into 
successful business units. 
Quintiles has already established 
a strong presence in Eastern 
Europe, China, India, South 
East Asia and South America, 
and can easily represent your 
interests there. In addition to 
being foster and less expensive 
than doing it yourself. Total 


Outsourcing to Quintiles also 
gives you access to Quintiles’ 
unmatched depth of expertise 
in both therapeutic specialties and 
geographic customs, procedures 
and regufotory environments. 

Chances are, your Medical 
Direcror and staff have 
already discovered the value 
of outsourcing to Quintiles. 
Now it’s rime for your CFO. 
CEO and Board of Directors 
to explore the strategic advan- 
tages of Total Outsourcing 
in any number of situations 
where traditional outsourcing 
might nor even be considered. 

Please contact us for an 
informative exploration of 
the possibilities, as well as 
demonstrations of how our 
customers have successfully put 
Total Outsourcing to work. 


US: Jim Ogle, 919 941 2888 Europe: AnneWiles, +44 1344 749200 
Asia: Ellick Wong, +65 872 0429 http:ttwurw.quinriks.com 
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NEWS: WORLD TRADE 


Boeing retains industry leadership 


By Michael Skapinker, 

Aerospace Correspondent 

Boeing of the US last year retained 
its leadership of the world’s air- 
craft industry, beating Airbus 
Industrie, its European rival, in 
orders taken and deliveries made. 

But Boeing's 1997 figures, 
announced yesterday, revealed a 
strong showing by Airbus. The 
European consortium's perfor- 
mance came despite Boeing's 
acquisition last year of McDonnell 
Douglas of the US. previously the 
world's third largest civil aircraft 
manufacturer. 


Based on Boeing's figures. Air- 
bus won 41.5 per cent of civil 
aircraft orders last year by value, 
after taking account of airline can- 
cellations. This compared with 58.4 
per cent won by Boeing. Boeing 
has traditionally held more than 60 
per cent of the civil aircraft mar- 
ket, compared with a third won by 
Airbus. 

Ron Woodard, president of Boe- 
ing’s commercial aircraft division, 
said: “Industry leadership is some- 
thing we do not take for granted. 
We are working very hard to listen 
to our customers so that we can 
develop and deliver quality, cost-ef- 


fective products." 

Boeing said it had taken 568 
gross orders last year, valued at 
$42.8bn. The gross order figure 
does not take account of airline 
cancellations or conversions to dif- 
ferent models. Airbus won 460 
gross orders, with a value of 
$29. 6b a. Boeing's total was boosted 
by 17 orders won by McDonnell 
Douglas. 

Boeing said it also defeated Air- 
bus in net orders, which takes into 
account cancellations. Boeing won 
net orders for 502 aircraft last year, 
with a value of $39.lbn. This com- 
pared with 438 net orders won by 


Airbus, with a value of S27_8bn. 
Boeing said It traditionally used 
the value of net orders when calcu- 
lating its worldwide market share. 

Boeing’s orders last year were 
lower than the 712 that it won in 
1996. They were also slightly fewer 
than the 593 orders it won in 1988 - 
the height of the last civil aircraft 
upturn. 

Boeing's biggest sale last year 
was to Delta Air Lines, which 
ordered 106 aircraft, with a value of 
$6.7bn. Other large sales last year 
Included a $3bn order from China 
for 50 aircraft and a 61-aircraft 
order from the Los Angeles-based 


int erna tional Lease Finance Corpo- 
ration. 

Boeing said it delivered 375 air- 
craft to airlines last year, com- 
pared with 182 delivered by Airbus. 
Boeing’s delivery rate was sharply 
higher than the 220 aircraft it 
delivered in 1996. The increase 
strained Boeing’s production sys- 
tem. A shortage of components and 
difficulties in Boeing's factories led 
to a 20-day shut-down in produc- 
tion of the company's 747 aircraft . 

/Ro wing said it delivered a total of 
68,561 aircraft seats to easterners 
last year, compared with 2S£(X) by 
Airbus. 


Music 


By Alice Rawsthom 

The global music industry is 
entering a period of slower 
growth over the next five 
years, reflecting the matu- 
rity of the North American 
and western European mar- 
kets and economic turmoil 
in Asia. 

After a decade in which 
the music market doubled in 
value, retail sales of albums 
and singles will show real 
growth of 26 per cent by ris- 
ing from $4Q.2bn last year to 
$50.7bn in 2003. according to 
a new study compiled by 
Market Tracking Interna- 
tional for MBI World Report, 
the trade magazine. 

Sales will continue to 
show robust growth in devel- 
oping markets, notably east- 
ern Europe and Latin Amer- 
ica. However, the increases 
from these regions are 
unlikely to counter the slug- 
gishness of larger, more 
mature markets such as the 
US. Germany. France and 
Japan. 

The projected rise in 
music sales will be consid- 
erably higher than other 
areas of consumer products 
yet the slowdown could pose 
problems for the multina- 
tional entertainment groups 
which dominate the music 
market 

MBI claims that the bal- 
ance of power in the indus- 
try has changed. It estimates 
that PolyGram of the 
Netherlands is still the 
world’s biggest record com- 
pany with a 17 per cent mar- 
ket share. Buoyed by the 
success of Celine Dion and 


sales start to 


Stuck in a groove 
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Oasis, Japan's Sony moved 
ahead of Warner Music to 
take second place with 15.7 
per cent in 1996. 

Warner, part of Time 
Warner, the US entertain- 
ment group, fell to third 
place with 14.5 per cent. 
Best-selling artists such as 
Puff Daddy and Toni Brax- 
ton propelled BMG. part of 
Bertelsmann, the German 
media company, into fourth 
position with 14 per cent. 
This put BMG ahead of the 
UK's EMI Group, which 
slipped into fifth place with 
11.2 per cent 

Similarly, the regional bal- 
ance of power is expected to 
change over the next five 
years, with Asia leap- 
frogging ahead of Europe 
and North America to 
become the largest source of 
album sales by volume. 

Music sales in several 
Asian countries, including 
Japan. Hong Kong. Singa- 
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pore and Taiwan, will 
decline over the next two 
years, according to MBL The 
Japanese market will remain 
sluggish, with album sales 
mustering negligible growth 
from 270m in 1997 to 278m in 
2003. However, other Asian 
markets, notably India and 
China, are expected to rally 
with total regional sales ris- 
ing from 833.8m last year to 
l.22bn in 2003. 

Over the same period, 
European album sales 
should rise by 16 per cent 
from 1.04bn to l.2lbn. Most 
of this Increase will come 
from Eastern Europe, partic- 
ularly from Russia and 
Poland. Growth In western 
European should be slower, 
and retail sales could be 
affected by discounting, as 
superstores expand at the 
expense of traditional spe- 
cialist retailers. 

Discounting will continue 
to be a problem in North 


Brussels weighs 
Ecu530m aid 
for bananas 


slow 



Puff Daddy: rap star helped 
to push up BMG's sales 


America, which is histori- 
cally the world's largest 
music market, but is expec- 
ted to fall into third place 
behind Asia and Europe. 
MBI anticipates a 9.7 per 
cent increase in North Amer- 
ican album sales from 1.03bn 
in 1997 to 1.13bn in 2003. 

The prospects for the 
Latin American music mar- 
ket are considerably 
brighter. Album sales across 
the region are forecast to 
rise by 68 per cent from last 
year's total of 2G2.9m to 
423.6m in 2003. 

Sales in Argentina are 
expected to rise from $363m 
to $450m over the same 
period, and in Mexico from 
$476m to $867m. Many 
smaller markets, including 
Peru and Uruguay, are set to 
double in value. 

The MBI World Report, 
£525, published by MBI, S 
Montague Close , London SE1 
9UR. Tel: 0171 579 4010. 


By Daniel Dombey 
in Brussels 

The European Commission 
is considering proposals that 
would award Ecu530m 
($578m) in transitional aid 
over 10 years to banana pro- 
ducers in Africa, the Carib- 
bean and the Pacific. 

The aid proposals are part 
of a package to reform the 
European Union’s regime for 
importing bananas. The 
Commission is set to decide 
on the package tomorrow. 

The Commission Is also 
looking at proposals to abol- 
ish licences to import 
bananas at preferential tar- 
iffs. 

The moves follow last 
year's r uling by the World 
Trade Organisation that the 
EU's current system broke 
international trade rules. 

But the total aid package, 
which would be shared 
between 12 countries, could 
be less than the cross-subsi- 
dies that African, Caribbean, 
and Pacific countries cur- 
rently receive. This Is 
because of the trade in 
licences to import the 
bananas at the preferential 
rate. 

The EU has an annual 
quota of 2.2m tonnes of 
bananas imported at prefer- 
ential rates. The quotas for 
African, Caribbean and 
Pacific importers account for 


30 per cent of this total. 
Based on the current price 
structure, the countries in 
the region indirectly receive 
about Ecu80m in cross-subsi- 
dies a year, through the sale 
of quota -allocations. 

Under the current system, 
established In 1993. there are 
import quotas of 857,000 
tonnes for countries in 
Africa, the Caribbean and 
the Pacific. These currently 
enjoy a zero import tariff, 
and their importers often 
sell excess licences to 
importers of bananas from 
i-atin American countries. 

While the Commission is 
confident it can maintain 
current trading patterns and 
meet WTO rules, the system 
of licences would be ended 
under the proposals it Is con- 
sidering, and tbe current 
cross-subsidies would be 
removed. This is the reason 
for the transitional aid. 

The Commission argues 
that its proposed reforms 
would withstand scrutiny by 
World Trade Organisation 
lawyers and should help the 
development of poorer coun- 
tries' banana cultivation. 
But the US and the Latin 
American countries which 
took the system to WTO 
adjudication are likely to 
push for more thorough 
reform. Big importers in Ger- 
many are also certain to be 
critical 
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EU delays 
maize decision 

The European Union has postponed a decision on whether 
to overrule two. member states' which last year imposed \ 
harm cm the im pa rt and production of genetically _ 

. modified maize. 

A regulatory- committee, made up of experts from EU 
countries agreed to delay until March a ruling on Austria, 
and Luxembourg's bain oil the maize. This follows a 
previous delay at a November meeting of the committee 
although, in September, the European Commission m ade 
proposals which would have required the countries to lift 
the ban. : - • • : - 

In December 1996, the EU authorised use of a - 
genetically modified i« produced by the Novartis - . 
group, but Austria and Luxembourg both banned the 
maize on. the bass of a more general EU directive. 

Switzerland and France have approved the use and 
cultivation of the product. . Daniel Dombey, Brussels 

| ■ VIETNAMESE POWER PROJECT 

Oxbow optimistic over deal 

Oxbow Power Services, the US electricity generator, 
yesterday said it was optimistic that it would have 
concluded all necessary agreements, by the end of March, 
to proceed with plans for a $36Qm privately financed 
Vietnamese power project. The coal-fired power-station in 
the northern province of Quang Ninh has been delayed by 
failure to reach agreements on coal costs and electricity 
prices. 

Financial arrangements for the Quang Ninh project and 
a proposed $500m private sector power project at Fhu My - 
in the south of the country are regarded as important test 
cases of how far Vietnamese authorities are prepared to 
go to encourage much needed private sector investment ; 
in electricity generation. 

The government last year awarded the first private 
concession to Warts fla, a Scandinavian-owned 
engineering group, for a $l20m power station in Baria 
Vung Tau province, south-east of Ho Chi Minh City. 

Oxbow would seek funding once it had achieved all the 
necessary permissions from the regulatory authorities. 
Some 70 per cent of the cost is expected to be financed - , 
by debt Andrew Taylor. Construction Correspondent 1 

■ ANTI-DUMPING DUTIES 


Chile fights US over salmon 

The Chilean government is fighting back against 
anti-damping duties on its salmon exports to the US with 
a high-profile campaign. Bob Dole, former senator and 
1996 presidential candidate, has attacked moves by eight 
US producers to get dumping duties imposed on fresh 
Chilean salmon. Mr Dole welcomed the decision by the US 
Commerce Department last week which found no grounds 
for dumping claims against three of five Chilean fresh 
Atlantic salmon producers. However, he expressed 
concern that the ruling will impose tariffs an salmon 
produced by other companies. 

The list of companies and groups siding with Chile 
includes the National Restaurant Association, American 
Airlines, United Airlines and other air cargo carriers. The 
groups said the imposition of tariffs on more than 50 per 
cent of salmon imports placed at risk more than 19,500 
jobs in the US. Nancy Dutme, Washington 



Blast sparks 
more Algeria 
slaughter 


By Roula Khalaf in London 

An armed gang killed more 
than 100 people on Sunday 
night in a village near 
Algiers, as diplomats tried to 
find ways to enlist interna- 
tional help to end the six- 
year conflict. 

A bomb blast in a cafe in 
Sidi Hamed. a village 20 
miles south of tbe capital, 
started off another night of 
slaughter in which dozens of 
civilians were killed. 

Since the start of the holy 
Moslem month of Ramadan 
two weeks ago. more than 
1,000 civilians have been 
killed in massacres, accord- 
ing to local newspapers. 

Security forces yesterday 
confirmed the latest killings, 
and cited a death toll of 103 
and 70 wounded - the high- 
est ever officially recognised 
for a massacre. Other 
sources in Algiers said the 
death toll may have been 
much higher. 

Security forces said more 
people would have died with- 
out their intervention and 
the resistance of self-defence 
militias, who were armed by 
the government. 

The latest massacre hap- 
pened as Algiers was waiting 
for two envoys, one from the 
Arab League, the other from 
Canada. International con- 
cern over the wave of mass- 
acres has forced western and 
Arab governments to initiate 
diplomatic action. The Euro- 
pean Union is also preparing 
to send a delegation to 
Algiers, to report back 
before the EU foreign minis- 
ters' meeting on January 26. 

The Algerian government, 
which says Islamist extrem- 
ists are responsible for the 
massacres, is opposed to for- 
eign intervention in the 
conflict. 

It told the EU the 
mission was welcome as 
long as it aimed to discuss 
co-operation against terror- 
ism. Western governments 
are treading carefully and 
couching their diplomatic 
initiatives in terms of an 
attempt to increase their 
understanding of the con- 


flict. extend help to the vic- 
tims. and initiate a 
long-term dialogue with the 
authorities on ways that 
Europe could help bring an 
end to the killings. 

The Arab League has 
emphasised that it was send- 
ing an envoy to Algiers to 
express its solidarity with 
the people and the 
government. 

A Canadian official said 
yesterday his government's 
envoy would put ideas to the 
Algerian authorities, includ- 
ing encouraging them to 
submit to greater transpar- 
ency in reporting the 
conflict. 

Algiers has kept a tight lid 
on security information, 
adding confusion to a little 

Security forces 
confirmed the 
killings, citing 
103 dead and 
70 wounded 


understood conflict Human 
rights organisations have 
raised concerns that Islam- 
ists may not be the only 
ones responsible for the kill- 
ings - allegations denied by 
the government 

However, none of the dip- 
lomatic missions is seeking 
to act as commissions of 
inquiry into the massacres, 
as urged by human rights 
organisations. The govern- 
ment rejects calls for such 
investigations, saying they 
put in doubt the identity of 
the killers. 

Abdelkader Hachani. a 
senior leader of the Islamic 
Salvation Front fFis). the 
party stripped of an electoral 
victory in 1992, urged west- 
ern governments to persuade 
Algiers to speak to the ban- 
ned party. 

Mr Hachani proposed that 
western countries work 
towards a conference of 
national reconciliation 
among Algerians, to be fol- 
lowed by a commission of 
inquiry into the killings. 


Lebanese pound makes 
most of borrowed time 


Stability hinges on moves to stem rising budget deficit and debt 


R iad Salame, Leba- 
non's central bank 
governor, is feeling 
confident. After averting a 
currency crisis at the end of 
last year, he received a new 
year's gift from the Saudi 
government in the form of a 
$600m. three-year, low-inter- 
est deposit 

The deposit strengthened 
the country’s foreign 
exchange reserves and 
stopped the sell-off of Leban- 
ese pounds over the past sev- 
eral months by both foreign 
and local investors. 

“The Saudi deposit is a 
sign of confidence in the 
government and in the cen- 
tral bank," says Mr Salame. 

While currency crises have 
been sweeping Asian mar- 
kets, many in Lebanon have 
been surprised at the stabil- 
ity of the Lebanese pound, 
often described as sbaky and 
on its way to collapse. 

Before the Saudi deposit 
was made. Lebanon's net 
reserves dropped from $42bn 
last April to $2.5bn. 

Bankers and economists in 
Beirut say the deposit has 
only bought Mr Salame time 
and the pound's stability 
will hinge on the govern- 
ment's ability to contain a 
rising- budget deficit and 
internal debt that is 90 per 
cent of gross domestic prod- 
uct. 

Yesterday Beirut bankers 
said the currency market 
was in a “wait and see" atti- 
tude. with the dollar not in 
demand but not on offer 
either. 

Raflq Hariri, the billion- 
aire businessman who is 
Lebanon's prime minister, 
boosted confidence in the 
pound when he took over in 
1992 and staked his reputa- 
tion on its stability. 

But hankers argue that the 
resulting tight monetary pol- 
icy led by Mr Salame. a for- 
mer senior stockbroker at 
Merrill Lynch who counted 
Mr Hariri as one of his main 
clients, was pursued at a sig- 
nificant cost. 

The high interest rates 
offered on T-bills aggravated 
debt servicing levels and 
crowded out private invest- 
ment in the midst of a mas- 


Lebanon: confidence restored . . . for now 


L£ against the dollar (L£ per $) 




sive reconstruction effort. In 
the last four months of 1997, 
the currency's stability was 
put in doubt by two converg- 
ing trends. 

In the wake of the Asian 
turmoil, foreign institutional 
investors, who had flocked 
to buy high-yielding T-bills 
at tbe beginning of last year, 
sold virtually all their hold- 
ings. amounting to several 
hundred millions of dollars. 

At the same time by last 
April, the central bank's rel- 
ative lowering of interest 
rates on T-bills began to lead 
some Lebanese who had 
been attracted by the yields 
to question the state of pub- 
lic finances, sell their T-bills 
and convert their funds into 
dollars. 

W hile the Lebanese 
saw the currency 
appreciate by 20 
per cent since the end of 
1992, they also saw the bud- 
get deficit, which in 1997 
stood at 55 per cent of expen- 
diture, versus a target of 36 
per cent, consistently over- 
shoot its target 
Internal debt, now at 
about $llbn, has alm ost dou- 
bled since 1995. And the fast 
growth of the first recon- 
struction years has now 
become sluggish, with 
Banque Audi estimating 
GDP growth for the first 
nine months of 1997 at only 
3.5 per cent. 

The dollar buying gained 
momentum in late Septem- 
ber, when an economic plan 


presented by Mr Hariri and 
aimed at increasing reve- 
nues through new taxes was 
shot down by his own cabi- 
net According to bankers, it 
was Mr Salame, with an eye 
on his foreign exchange 
reserves, who then called on 
Lebanon’s squabbling ruling 
troika - the Sunni prime 
minister. Sbia speaker of 
parliament, and Christian 
Maronite president - to 
explain to them the need for 
political consensus to tackle 
the deficit. 

“Our ability to maintain 
stability goes hand In hand 
with a fiscal effort," says Mr 
Salame. “The effect of cen- 
tral bank operations Is 
always short-term. The fun- 
damentals of the country are 
determined by public 
finances. It was important 
for us to have clear signs 
that the government and 
parliament will restructure 
public finances.” 

Mr Salame's move helped 
produce a rare consensus 
within the troika on a public 
recovery plan which prom- 
ised to cut administrative 
waste and will allow tbe gov- 
ernment to borrow $2bn on 
international markets to 
restructure the debt and 
reduce interest costs. 

Salaries and interest pay- 
ments make up almost SO 
per cent of budget expendi- 
tures. 

Mr Salame believes that 
the. plan, coupled with the 
Saudi deposit, has raised 
confidence in the pound and 


will produce a long-term 
reversal of the trend seen in 
the last few months. 

In Beirut's financial circle, 
a large Kuwaiti deposit is 
rumoured to be on its way to 
the central bank. “All this is 
behind us now, we have over 
$3bn of foreign reserves, 
with more on the way.” says 
Mr Salame. 

“Those who speculate 
against the pound are not 
acting in a patriotic way. 
There are no markets in the 
world where you don’t have 
periods of doubt or crisis, 
but the Important thing is to 
have a trend and today more 
people use the pound in 
their daily expenses. [That] 
was not the case a few years 
ago. We have to build confi- 
dence progressively and this 
takes time." 

However, bankers and 
economists in Beirut say the 
markets need more tangible 
signs that the government is 
committed to improving its 
finances. 

The first test will be 
whether parliament this 
month passes the 1998 bud- 
get proposal, which projects 
a 37 per cent deficit, and 
aims to raise revenues by 25 
per cent and to trim expendi- 
ture. 

“The markets need drastic 
signals." says a banker. “The 
public recovery plan agreed 
by the troika is important 
but it is not enough to 
restore confidence." 

Roula Khalaf 
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Israeli coalition 
survives vote 


Israel's coalition government yesterday survived the first 
parliamentary no-confidence vote tabled since David - 
Levy, foreign minister, and his four deputies, resigned 
last week. 

But the vote ended in a 54-54 tie, underscoring the ; 
fragility of the government. Mr Levy’s departure left the' 
coalition headed by Benjamin Netanyahu, prime minister. 
in control of only 61 seats in the 120-member Knesset 
[parliament]. 

The no-confldence motion was raised by opposition 
parties to protest at the government's economic and peace 
policies. Among deputies who did not attend were three 
rebels from within Mr Netanyahu's Likud party. In ' 
addition, two extreme rightwing deputies from the 
Moledet party who usually support the government 
abstained. Before the vote, opposition lawmakers attacked 
the government Avraham Shohat, former finance 
minister, said Israeli policies would deter foreign 1 - 

investors by creating “a region of war and not a region for 
investment". Avi Machlis, Jerusalem 
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RWANDAN GENOCIDE 


France denies arms exports 


France yesterday denied a report that it authorised arms- 
exports to Rwanda until May 30 1994, a month after the - 
start of a genocide in which up to 800,000 people were . 
killed. Yves Doutriaux, foreign ministry deputy ’ V r” 
spokesman, said France stopped authorising arms exports 
to Rwanda even before the United Nations called for an- '.r 
arms embargo against the then Rwandan authorities on .*' 1 
May 17 1994. 

Mr Doutriaux was reacting to the publication yesterday 
of a report by Le Figaro alleging the sale of French V 1/i 
weaponry after the start of the 1994 bloodbath, in which -: ; J, 
Hutu extremists killed between 500,000 and 800.000 Tuts&T 
and moderate Hutus. 

Tbe spokesman emphasised that approval of arms deaJS 
stopped “before a May 17 1994 UN Security Council ; T/.'c 
embargo on arms to Rwanda, a decision taken by the ~?-f- 
Security Council on the initiative of France". 

Le Figaro said French cooperation with the Hrrtii ” 
regime in Rwanda "continued at least until the end of; f 
May, or nearly one month after the start of the . 
elimination [of opponents] and about two weeks after ; theZ 


United Nations vote on an arms embargo." 
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CONGO 


Mobutu ally arrested 


i - t 


A businessman who was a close ally of Mobutu Seise Sekft/; 
the ousted Zaire dictator has been arrested and detained?-- 
in Kinshasa, family members said yesterday. \ • s 
Bemba Saolona. head of the business association 
former Zaire, now renamed the Democratic Republic bit j:'Z 
the Congo, was arrested on Saturday in his hottee hi 
capital's Gombe district by a group of soldtok with an v-- / 
arrest warrant and taken to Kinshasa's main prisoh/th??/ 
said. “Up until now, we don't know why he has beehr^ - ■ 
arrested," one family member said. : '-/I-// 

More than 30 Mobutu allies, includin g directora^f State;'] 
enterprises and ministers: have beat arrested y/ • j' : 

Laurent Kabila took power in May. Mr KahUa's^W.tbfi// ’-i- 
arrests are not politically motivated and has 
Mobutu allies freedom in return for restitution of money 
stolen from the state. Reuters Kinshasa 
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Japan admits scale of bad loans 
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By Gillian Tati and . 

David Wfgfttafi in Tokyo 

The Japanese government 
yesterday admitted that the 
level of potential risky loans 
held by its banks -mas as 
large as YTS.Tlobn ($583bn). 

The. figure, higher than 
anything previously 

revealed/ highlights the 
scale -of- .the l.bad . loan 
problem weighing down on 
japan's stagnating economy. 

Earlier official 
calculations, which, hod used 
a narrower definition or 
‘'problem” loans, bad put the 
total value of bad debts in 
die financial system at just 
Y28,000bn. 

The admission comes as 
Japan's leading trading 
partners step up pressure on 
the government to take firm 
action to tackle Us financial 
and economic problems.. 

Ryutaro ' Hasbimoto. 
Japan's - prime minister, 
yesterday told parliament he 
“would not let a global 
recession start from Japan”. 

Next week parliament will 
debate . government 


Potential risk put at Y76,710bn □ Trading 
partners step up pressure for prompt action 
on economic and financial problems 


; measures to boost the 
economy. These include a 
_Y2,00Qba special income tax 
cut 'and ‘a Y30,000bn support 
, package for the financial 
sector, of which Yl3,000bn 
could be used to buy 
preference shares in 
banks. 

Mr Hashlmoto's failure to 
pledge further tax cuts 
disappointed the markets. 
The Nikkei 225. the main 
stock market indicator, fell 
2.2 per cent to a two and half 
year low of 14.664.44. 

Japan's trading partners, 
such as the US and Europe, 
are also likely to be 
disappointed by Lhe 
measures. 

Sir Leon Brittan, the 
European Union Trade 
commissioner, yesterday 
warned during an EL'-Japaxi 
summit in Tokyo that the 
£U would not tolerate a 
further rise in Japanese 


exports to Europe unless 
Tokyo clearly tackled Its 
economic problems. He also 
called on the government to 
“consider very carefully" 
rails fix’ further measures to 
boost the economy. 

EU officials, however, later 
expressed a level of 
satisfaction with assurances 
given by Mr Hashlmoto. 
“The European side was 
gratified that the prime 
minister reassured us that 
targeted .growth of 1.9 per 
cent this year will be 
generated domestically and 
not through exports.” said 
Percy Westerlund. the 
European Commission's 
director of Far East 
relations. 

Tony Blair, the British 
prime minister who was 
leading the EU delegation, 
used the summit to reiterate 
his confidence in the 
fundamentals of the 


Japanese economy while 
stressing the need for 
further deregulation, greater 
transparency and tougher 
financial supervision. 

However, the Ministry of 
Finance yesterday insisted 
that the YUO.OQObn support 
package should be sufficient 
to solve Japan's financial 
problems, 

It also argued the new bad 
loan figure simply reflected 
a drive for better trans- 
parency. Until now bad 
toons have been measured 
according to n definition 
developed by Japanese 
banks. This recorded only 
loans that were clearly bad 
and was considered by most 
analysts to understate the 
problem. 

The MoF has now asked 
the banks to move to US 
standards to measure these 
‘‘bad” loans. And as a 
separate step, it has also 


asked the banks to provide a 
breakdown on all credit 
data. 

Banks' total credit 
exposure was Y824.800bn in 
September, the MoF said 
yesterday. Out of this. 
Yll,4U0bn of "net" loans 
were considered partly or 
totally uncollectable. This 
figure was reached by 
subtracting collateral and 
provisions the banks hold 
against these bad loans from 
the total, meaning that the 
gross figure of bad loans 
could be over Y25.0Q0bn, 
officials said. 

On top or this, though, the 
banks also held Y65,300bn of 
potentially risky loans that 
they have not made 

provisions for. 

The MoF insisted that 
most of these would not turn 
bad, and a recent Bank of 
Japan survey showed that 13 
per cent of such loons had 
become uncollectable after 
three years. 

Observer, Page 15; 
Currencies, Page 27; 

World Stock Markets, 

Page 38 


Jakarta pledge steadies markets 


By Peter Montagnon and 
Sander Thoenes in Jakarta 

Indonesia’s financial markets 
steadied yesterday after the country 
promised to announce agreement -by 
Thursday with lhe International 
Monetary Fund oh a revised reform 
programme designed to restore con- 
fidence in its economy. 

ph are prices, which fell by over lfi 
per cent last week, rose 2 per cent; 
the rupiah was stable at 8,500 to the 
dollar as bopes grew the IMF would 
agree to release the next tranche of 
its $38bn rescue package on schedule 
in March or even earlier. 

Dealers said the markets took 
heart from the arrival In Jakarta last 
night of Larry Summers, deputy' US 
Treasury secretary. who is to rein- 
force the IMF’s message that inter- 
national help for Indonesia depends, 
on its own willingness to reform.- Mr 
Summers is due to meet President 
Suharto this morning . • • • 

Bankers said concern remained 
about Indonesia's .ability to push 


through reforms amid continuing 
calls for Mr Suharto to step down 
and signs of further strain in the 
economy. 

Mr Suharto renewed his commit- 
ment to the IMF programme in a 
90- minute meeting with Stanley 
Fischer, deputy managing director of 
the Washington-based organisation. 
“The president was very clear on his 
determination to stay with the pro- 
gramme and strengthen it and accel- 
erate it There was no ambiguity,” 
Mr Fischer said. 

As worries about the economy 
grew, it emerged that Astra, the 
country’s leading carmaker, which 
has links to Toyota, has told its cus- 
tomers it is cutting production 
because it cannot afford to purchase 
components abroad at current 
exchange rates. 

The rupiah's depreciation makes it 
impossible for most companies to 
afford debt service, adding to the 
risk of defaults on the private sec- 
tor's $80bn foreign debt, bankers 
said. Particular concern yesterday 


surrounded a large* Indonesian Chi- 
nese-controlled property company 
thought to have appointed] a western 
investment bank tu advise it on 
restructuring. 

Mar’ie Muhammad, finance minis- 
ter, said the government would 
announce a significant new package 
of measures on Thursday to coincide 
with the planned visit of Michel 
Camdessus, IMF managing director. 
Mr Fischer hinted this would entail 
revisions to last week's controversial 
budget which sparked market alarm 
by breaching IMF conditions, but 
both sides were tight lipped yester- 
day about other likely aspects. 

Bankers said they hoped the IMF 
would press for an enforceable bank- 
ruptcy law and regulations to permit 
debt/equity swaps, which would 
speed much-needed restructuring of 
corporate debts. The prospect of 
foreclosure or dilution of controlling 
stakes through debt/equity swaps 
might encourage entrepreneurs to 
repatriate money from abroad to pay 
their debts, they said. 


But several stressed tbe political 
limitations on Mr Suharto whose 
authority is waning before presiden- 
tial elections due In March. “The 
political bit is the most difficult part. 
If that is ignored, the rupiah won't 
stabilise," said David Chang of Tri- 
megah Securities. 

An IMF deal needs to be accompa- 
nied by a simultaneous clarification 
of Mr Suharto's position and possible 
succession, added one western diplo- 
mat, but the political uncertainty is 
unlikely to be resolved this week. 

As a further sign of world concern 
over Indonesia's problems. Ryutaro 
Hashimoto, Japan's prime minis ter. 
and Helmut Kohl tbe German chan- 
cellor. phoned Mr Suharto yesterday 
to press the case for economic 
reform. 

Goh Chok Tong, Singapore’s prime 
minister, is due to arrive in Indon- 
esia today. The island state's stock 
market fell a further 8.75 per cent 
yesterday amid deepening concern 
over the impact of the Indonesian 
crisis. 


Some banks object to aspects of the J.P, Morgan refinancing plan 

Cracks appear in S Korea rescue 


By George Graham r 
in London and 
Richard Waters 
in New York. • 

International efforts. to build 
a refinancing package for 
South Korea have started to 
run into difficulties with 
cracks emerging' between 
groups of banks in different 
countries. : 

Banks in most countries 
have agreed informally to 
roll their loans to Korean 
banks forward to .March 31, 
buying tiihe for the. country 
to negotiate a longer term 
refinancing - arrangement. 
Some doubt stfll remains 
over whether the Japanese 
hanks will -also renew their 
Korean loans. , 

But banks in several 


European . countries are 
baulking. at the terms of an 
ambitious plan put forward 
by J.P., Morgan to put 
Korea's "finances on a 
stronger" . footing * ,by 
refinancing $25bn of bank 
debts through an issue of 
securities, 

A number of bankers now 
believe that time Is r unning 
out for this kind of 
voluntary restructuring, and 
that the country will soon 
have to begin formal 
rescheduling talks . 

That would involve an 
official moratorium on loan 
repayments, and would 
mark a serious deterioration 
in '-'Korea's financial 
condition, making rt far 
more difficult for the 
country to return soon as a 


borrower in tbe 
international capital 
markets. 

Although foreign banks 
and tbe Korean government 
have worked hard to avoid a 
formal moratorium, 
Moody's, the * credit rating 
agency, announced last week 
that it was cutting its 
ratings for Korean banks on 
the basis that the forced 
rollover of interbank credits 
was equivalent to a default. 

Some debt specialists have 
been critical of the way the 
problem has been handled. 
Banks have been grouped by 
region, rather than coming 
together in a single bank 
advisory committee. As a 
result, banks in each 
country have received 
different messages from 


different Korean officials. 

Soctete G#nerale said last 
week that French banks had 
agreed to renew their bank 
loans to Korea until March 
31, but Deutsche Bank, the 
German co-ordinator, said 
only that discussions were 
continuing. 

Early indications from 
Korea also suggest that the 
plan hatched by bankers in 
New York is far from 
certain. 

An official from the 
Korean Ministry of Finance 
surprised bank repre- 
sentatives in New York last 
Thursday with a plan that 
would leave the country's 
commercial bank debt on the 
books of Korean banks, 
rather than allowing foreign 
banks to swap it for bonds 


issued by tbe state, 
according to one person at 
the meeting. 

Under this plan, the loans 
would be backed by a 
sovereign guarantee and the 
interest rate would be set by 
negotiation between the 
Korean government and 
foreign banks. 

While this arrangement 
would meet the banks’ 
desire for explicit Korean 
backing for tbe loans, the 
plan apparently won little 
support from bankers at the 
meeting. 

Setting the interest rate by 
negotiation, rather than 
through a straight debt 
exchange, could well force 
foreign banks to accept a 
lower interest rate than they 
otherwise would have. 
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Nerves fray as HK 
eyes its currency peg 


There has 
been a chorus 
of denials that 
the economy 
has entered a 
'meltdown 
phase’ 


Hong Kong: bank deposits 


HKSbn 
2000 — 


H ung Kong's stock- 
market crash yester- 
day was nasty 
enough, wiping almost 9 per 
cent off tbe benchmark 
Hang Seng index and halv- 
ing its value since last 
August's peak. Still nastier, 
was the nagging possibility 
that the territory could be 
heading towards greater car- 
nage and the possible end- 
game for the currency peg to 
the US dollar. 

That would mark a vicious 
new twist in the regional 
turmoil, which has so far left 
Greater China relatively 
unscathed. “The fail of the 
peg would lead to a banking 
and property collapse in 
Hong Kong," says Ma 
Guonan. head of economic 
research at Salomon Smith 
Barney. With many interna- 
tional banks heavily exposed 
to the territory, the rest of 
the world should shudder at 
the prospect. 

Like many commentators. 
Mr Ma played down the 
immediate risk. "I don't 
think we are in the melt- 
down phase." he said. “We 
are seeing a vicious but 
unavoidable correction in a 
very volatile market he 
said, referring to the string 
of terrible news, from the 
collapse of Peregrine, the 
Hong Kong-based invest- 
ment bank, to soaring inter- 
est rates, and the sharp fall 
on Wall Street on Friday. 

Mark Konyn. director of 
Dresdner RCM, the fond 
management group, agreed. 
"We are in the final leg of 
the downturn,” he said. 
“This is not a meltdown.” 

Amid the upheaval, the 
Hong Kong dollar held 
steady, stronger than its peg 
rate of HK$7 j 30 to the US 
dollar. 

Hong Kong's government 
sought to display sang-froid. 
“The market reacted ratio- 
nally - there was no panic,” 
said Donald Tsang, financial 
secretary. Last weekend. 
Anson Chan, chief secretary, 
dismissed the idea the gov- 
ernment would be forced to 
adjust the peg. “What we 
need now is steady nerves, a 
cool head, and prudence.” 

However, steady nerves 
are increasingly hard to find. 
More serious, some in busi- 
ness and finance are now 
beginning to question tbe 
survival of the peg. While 
most believe the link should 
stay, they add increasing 
caveats to their confidence. 
“I am less convinced that the 
peg will survive than 1 was 
six months ago," said the 
head of one large industrial 
and financial group in the 
territory. “I don't think it 
will go soon, but nothing 
lasts forever, and if people 
start to focus on the end- 



Scuxk- Hang Kong Monetary Authority 1997 


game then it might become 
self-fulfilling. " 

These caveats are 
expressed in increased hedg- 
ing of Hong Kong dollar 
exposure and a shift in Hong 

Kong dollar deposits. “We 
have been seeing a lot more 
demand for hedging.” said 
the head of capital markets 
at one European bank in the 
territory. Although Hong 
Kong dollar deposits are still 
57 per cent of the total, the 
share has been slipping 
since the onset of the 
regional crisis. 


The next few 
weeks in Hong 
Kong could 
prove decisive, 
even with 
China’s 
backing 


In defending the peg, the 
authorities' defences are bol- 
stered by foreign exchange 
reserves of US$90bn. But 
ultimately, the issue will be 
decided away from the deal- 
ing rooms of hedge funds, 
determined instead by the 
duration of the crisis and by 
economic and political ques- 
tions in Hong Kong and 
China. 

On the first count, few 
expect rapid improvement, 
“This is tbe worst crisis I 
have seen in the region, and 
I don’t think it will end 
soon,” said Manuel Pangil- 
inan, managing director of 
First Pacific, the Hong Kong 
conglomerate, which has 
announced a US$2bn asset 
sale to bolster its finances. 

While First Pacific's prob- 
lems, like Peregrine's, lie 
outside Hong Kong, the terri- 
tory faces an increasingly 
bleak economic outlook. 
Dong Tao, senior economist 
at Schroders Securities, pre- 
dicts gross national product 
growth this year of 2.7 per 
cent, compared with about 5 
per cent in 1997, and rising 
unemployment 

That will bring increasing 
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pressure on the government. 
Donald Tsang claims the 
currency system retains the 
support of the public, many 
of whom remember the 
chaos of 1983. which was 
triggered by Sino-British 
wrangles and which forced 
the introdnetion of the peg. 

Criticism of the a dmin is - 
tration is growing. Martin 
Lee. leader of the Demo- 
cratic party, said tbe main 
lesson or the regional crisis 
was that economic stability 
depended on accountability 
and transparency. He 
warned backward steps on 
democracy by the post-colo- 
nial government would push 
Hong Kong into decline. 

Even if the territory holds 
firm in the face of declining 
economic prospects. China 
will play a crucial role in the 
survival of the peg. Huge 
falls in mainland-backed 
shares listed in Hong Kong 
yesterday, with the “red 
chip" index diving 22 per 
cent, reflected growing fears 
of a Chinese devaluation - 
which would deal a devastat- 
ing blow to the currency in a 
leading trading partner. 

Senior officials in Beijing 
yesterday repeated their 
determination not to 
devalue. Economists in Hong 
Kong believe economic gains 
would he limited, arguing 
that China's labour costs 
remain the lowest in the 
region and that exports 
remain strong. Political 
costs, by contrast, would be 
heavy, reflecting the credi- 
bility attached to the suc- 
cessful resumption of sover- 
eignty over Hong Kong. 

The next few weeks could 
prove decisive in Hong 
Kong, even with China's 
backing. Further evidence of 
anxiety and economic weak- 
ness could draw’ speculators 
into the fray, further eroding 
confidence. High interest 
rates raise the risk of 
another increase in prime 
rates following after Friday's 
rise Hum 9.5 per cent to 10.25 
per cent 

“Predicting the bottom is 
like catching a knife," said 
one fund manager "The only 
safe prediction is pain." 


John Ridding 
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Fight to 

keep 

staff 


By John Anthers 
in New York 


Large US companies are 
investing heavily in family 
education programmes for 
employees in a bid to cut 
costs and improve employee 
retention, according to 
research launched yesterday 
by tbe US Department of 
Education. 

The Conference Board, the 
business research organisa- 
tion, found that every dollar 
spent on family-resource 
programmes yielded more 
than $2 in direct cost 
savings. 

These cost savings are 
generated by lower absen- 
teeism, lower healthcare 
costs for employees, and 
improved performance, 
according to the report 

It found employees’ con- 
cern about the issue was 
growing, with 75 per cent of 
fall-time employed parents 
saying they did not have 
enough time with their chil- 
dren. A majority of working 
women said they were more 
worried about this issue 

than they were about the 
crime rate. 

A survey of 70 large com- 
panies by tbe Conference 
Board found that 35 per cent 
of employees with children 
under the age of 15 would 
move to new employers if 
they could be offered more 
flexible work arrangements. 


Issuance of doUar-linked debt reminds investors how it all went wrong for Mexico 


Shadow of tesobonos looms 



By Geoff Dyer in Sdo Paulo 


F acing a crisis of confi- 
dence in its economy 
and a run on Its cur- 
rency, a Latin American gov- 
ernment issues dollar-in- 
dexed debt in its domestic 
market to ease investors’ 
concerns, but ends up creat- 
ing a further set of problems 
for itself. 

Sound famili ar? Through- 
out 1994 the Mexican govern- 
ment issued ever greater 
amounts of dollar-linked 
paper - largely in so-called 
tesobonos - in order to reas- 
sure those foreign investors 
who were worried about 
potential currency risk. 

The build-up in domestic 
dollar debt was then one of 
the principal causes of the 
government’s liquidity crisis 
after the bungled devalua- 
tion. The experience has left 
the word tesobonos scorched 
in the memories of many US 
fund managers. 

Fast forward to late 1997 
and traces of the same pro- 
cess can be detected in Bra- 
zil. With its currency coming 
under pressure as a result of 
the Asian economic crisis. 
Brazil has increased signifi- 
cantly the issuance of 
domestic dollar-linked paper. 

Between the end of May 
and the end of November, 
the amount of government 
do liar-indexed securities rose 
from R$15.6bn to R$27.7bn 
(US$24.3bn). an increase of 


78 per cent. The outstanding 
debt Is equal to 53 per cent 
of reserves. 

“We are well aware of the 
tesobonos curse." said Fran- 
cisco Lopes, director of mon- 
etary policy at the Brazilian 
central bank. The govern- 
ment intended to keep the 
level of short-term dollar 
obligations within 20 per 
cent of reserves, be added. 

However this goal has 
already slipped. At the end 
of November, the R$15.3bn 
which was due to mature in 
1998 was equivalent to 27 per 
cent of reserves. 

This creeping dollarisation 
forms part of a broader anxi- 
ety about Brazil’s ability to 
roll over its huge internal 
debt stock of R$255bn. The 
near doubling of Interest 
rates in order to defend the 
currency is putting pressure 
on an already large budget 
deficit Meanwhile the finan- 
cial market turmoil has co- 
incided with a period of 
hefty debt repayments - 
$19bn in December, $20bn 
this month and $18.5bn in 
February. 

John Welch, Latin Ameri- 
can economist at Paribas in 
New York, said potential dif- 
ficulties in rolling over the 
domestic debt were the 
“principal risk" facing the 
Brazilian economy. 

“If the authorities con- 
tinue to issue US dollar-in- 
dexed liabilities, the credibil- 
ity of cash reserves will be 
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Pedro Maian: has led drive for fiscal austerity 


compromised at some point,” 
said Arturo Porzecanskl, 
head of global research at 
ING Barings in New York in 
a recent report 

Could this be a re-run of 
the tesobonos experience? 
The growth in domestic dol- 
lar-linked debt has certainly 
alarmed investors. However 
economists stress important 
differences from the build-up 
to the Mexican crisis that 
make the Brazilian situation 
less risky. 

First, the Brazilian securi- 
ties have an average matu- 
rity of 17 months, which 
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means the immediate threat 
of wide-scale conversion into 
dollars is much less than in 
Mexico, where the average 
maturity was considerably 
shorter. 

Moreover, in the Mexican 
case foreign investors' made 
up 70-80 per cent of the 
investor base in the domes- 
tic debt market. In Braril, 
foreigners play a negligible 
role, owning probably 
around 5 per cent of out- 
standing paper. 

Some economists argue 
that the nationality of these 
investors is Irrelevant 


because when a crisis really 
takes hold, capital of all col- 
ours seeks an exit However, 
Francois Gout, Latin Ameri- 
can strategist at Caspian 
Securities, said that, unlike 
Mexico, Brazil had a large 
market of investors who 
were obliged to buy local 
assets. 

The institutions buying 
these bonds also have a dif- 
ferent motivation from those 
in Mexico. Tesobonos were 
purchased by foreign fund 
managers looking for higher 
yields but no currency risk. 
In Brazil, the demand has 


US healthcare 
costs top 
$l,000bn 


By Nicholas Timmins 
in Washington 


US healthcare costs rose by 
the smallest amount in 
almost 40 years in 1996, but 
still topped $I,000bn for the 
first time, a study by the fed- 
eral government's national 
health accounts team 
revealed yesterday. 

The increase is small by 
historic standards - 4.4 per 
cent, or an all-time low of 13 
per cent after adjusting for 
inflation. 

It reflects tbe impact of 
managed care, the rapidly 
growing and controversial 
approach of limiting treat- 
ments to those which doc- 
tors and insurers believe to 
be effective, and paying doc- 
tors a fixed sum per patient, 
rather than a fee for each 
item of service they provide. 
By 1996, 60 per cent of 
Americans were covered by 
such schemes, compared to 
36 per cent in 1992. 

The small increase still 
left the US with the most 
costly health system in the 
world, consuming 13.6 per 
cent of the country’s gross 
domestic product, a figure 
that has stood unchanged 
for four years. 

But the study found signs 
that health Insurance premi- 
ums were rising again last 
year, and would do the same 
in 1998 and beyond as insur- 
ers catch up on years of 
keeping premium increases 
below the underlying growth 
in costs. 

On one estimate, only 3S 
per cent of health mainte- 
nance organisations were 
profitable in 1996, against 90 


per cent two years earlier. 

In addition, while the 
increase was the smallest 
since comparable records 
began in 1960. American con- 
sumers felt sharper 
increases in their personal 
contributions as employers 
shifted more of the cost of 
coverage to employees. 

Overall, employees paid an 
extra S3.6bn last year, 
•according to the study -" 
fuelling resentment against 
managed care. 

“Managed care and public 
programme initiatives tar- 
geted at slowing healthcare 
spending growth had a real 
impact on healthcare costs," 
Katharine R- Levit, one of 
the study's principal 
authors, said in Health 
Affairs, the journal which 
published the study. Other 
factors include overcapacity 
in hospitals and the health 
system which has encour- 
aged plans to negotiate sig- 
nificant premium discounts. 

The study also reveals a 
marked shift in spending 
from private to public 
sources, a move that will be 
further accelerated if Presi- 
dent Bill Clinton's proposals 
to extend Medicare below 
retirement age is adopted. 

Of the $l,035bn spent in 
1996, 47 per cent came from 
public sources, against 40-42 
per cent between 1975 and 
1989. On average since then, 
public sector spending, 
chiefly on Medicare, the pro- 
gramme which covers the 
elderly, has risen at an aver- 
age of 9.7 per cent, against 
an average annual increase 
of 5.8 per cent in private 
spending. 


Top envoy fears 
Iraqi conflict 


By Bruce Clark 
in Washington 


Richard Holbrooke, architect 
of the Bosnian peace agree- 
ment, said yesterday the US 
faced a “very rough year” in 
foreign policy because of the 
risk of crises across a wide 
arc of the Balkans and tbe 
Middle East. 

Flashpoints could emerge 
anywhere from former Yugo- 
slavia to Iran. Mr Holbrooke 
singled out President Sad- 
dam Hussein of Iraq as “a 
greater challenge to us than 
anything else except Bosnia 
in the past sLx years. 

“We are heading towards a 
confrontation with Iraq that 
could end with a significant 
use of force later this year,” 
said the diplomat, the US 
administration's special 
envoy for Cyprus. 

Greece and Turkey were 
"on an escalating collision 
course" and Iran was still a 
“sore point" for US foreign 
policy, he declared, in a 
speech to a global business 
forum organised by the Lib- 


erty Mutual Group. 

The chances were "some 
combination of events will 
trigger another crisis” in the 
region stretching from the 
Balkans to the Gulf. But the 
Clinton administration 
would be judged favourably 
by history for developing a 
clear strategic vision in 
Europe, albeit belatedly, and 
engaging with President 
Boris Yeltsin in Russia. 

The administration's Rus- 
sia policy would be vindi- 
cated despite the “tremen- 
dous problems” posed by 
that country. 

US leadership in Europe 
had been successfully reas- 
serted by the Bosnia settle- 
ment. Nato enlargement and 
•the partnership agreement 
Washington plans to sign 
with the three Baltic states 
later this week, he added. 

Mr Holbrooke who began 
as an Asia specialist, said he 
was "appalled'’ when Aslan 
politicians blamed their 
region's problems on the US 
and claimed exemption from 
western democratic values. 



come largely from less fickle 
Brazilian banks looking to 
hedge dollar positions. 

In most cases these banks 
have acted as a counterparty 
to an investor looking to 
hedge their Real exposure.' 
often by selling tbe currency 
in the futures market. A dol- 
lar-linked bond issue gives 
the bank a dollar asset to 
match its liability, without 
the need to go into the for- 
eign exchange market, 
which would put pressure on 
the currency. 

However, despite this sub- 
tle distinction, the same pro- 


cess, is aV Work. Tb® increas- 
ing .Issuance of tesobonos 
measured the declining 
degree - at confidence of for- 
■- eign investors in the cur- 
• irencyf" in-' Brazil the . growth ■ 
in dollar-linked paper is a 
..yardstick- ftir the "level of 
Jwi grng against a currency 
..devaliiatiqn. ‘ 

. PerhsLps thfe starkest con- 
trast with- the Afexfco of 1994 • 
.has been- the government's 
respond The Mexican gov- : 
eminent cbid not take tough 
monetary or fiscal action. 
Brazil's i economic policy 
makers have introduced an 
austere fiscal package to 
restore confidence. 

These decisive steps have 
earned Brazil same breath- 
ing space. Recent debt auc- 
tions have .been much better 
subscribed rod maturities 
are extending, . easing fears 
about a failure to roll over 
expiring .debt. Meanwhile 
interest rates have started to 
fall and reserves appear to 
be recovering. 

However, investors will 
continue to watch the 
domestic debt market 
closely. A . sharp worsening 
of the crisis in Asia or a 
large Wall Street correction 
could spark another wave of 
global market volatility and 
prompt a further liquidity 
crunch in emerging econo- 
mies. And this time it would 
reach Brazil when the 
domestic debt market is 
already stretched tight 


NEWS DIGEST 


‘Millennium 
bomb’ call 


The US Securities rod Exchange Commission yesterday 
issued guidance calling on public companies to inform 
investors about plans to deal with the so-called 
“millennium bomb” on their computer systems. 

The guidance, issued by the SEC's corporate finance 
division, says companies must make the information 
publicly available, and any companies which have not yet 
made a formal assessment of the material impact of the 
problem on their operations must inform investors. 

The move follows growing congressional concern about 
the potential magnitude of the problem and its effects on 
the US economy. Legislation is being considered in both 
the House and the Senate to force companies rod the 
federal government to pay closer attention to the issue. 

The problem arises from the fact that many computers' . 
two-digit dating system cannot tell whether “00" 
represerrts2000 orl90& potentially disriiptiiig other 
activities. Mark Suzman, Washington 


ONTARIO HYDRO 


British Energy ponders role 


British Energy, the UK nuclear utility, yesterday 
confirmed it was examining tbe possibilities of taking 
some role in Ontario Hydro's nuclear division. 

Preliminary discussions with Ontario Hydro and its 
workers' union could eventually result in British Energy 
acquiring, managing or acting as consultants in the 
operation of some of the public utility's nuclear reactors. 

An Ontario Hydro select committee on nuclear 
rehabilitation recently suggested public/private 
partnerships should be pursued to keep open seven 
nuclear reactors scheduled to be shut down this year. 

Ontario Hydro made the decision to close the reactors 
in August as part of a C$5bn-C$8bn (USS3.4tm-95.5bn). plan 
to restore its ailing nuclear division. A scathing internal 
report found that operational safety conditions at several 
installations were minimall y acceptable. 

Scott Morrison, Toronto, and Simon Holberton, London 


PRICE-FIXING 


Go-ahead for criminal cases 


The US Supreme Court yesterday declined to hear an 
appeal on a ruling against a Japanese paper company, 
leaving anti-trust authorities free to pursue criminal 
price-fixing cases against foreign companies. 

The court rejected a request by Nippon Paper industries 
to overturn a judgment by a federal appeals court that US 
anti-trust law allowed such investigations if the case had 
“an intended and substantial effect on the US”. Nippon, 
which was supported by the Japanese government, said 
the decision violated international sovereignty and could 
spark retaliatory action. 

The case was initially brought by the Justice 
Department's anti-trust division, which alleged that . 
Nippon Paper and other companies making thermal fax 
paper had conspired to fix prices in North America in the 
early 1990s. Mark Suzman 


GUYANA POLL 


Caricom to look into row 


The Caribbean Community is sending a mission to 
Guyana this week to resolve a row over the conduct of 
last month's general election. The country is growing . 
tense following three weeks of street protests rod three • 
bomb blasts last week. 

The mission from the 15-nation community, of which 
Guyana is a member, will meet party leaders. The main 
opposition People's National Congress Is cafimg for a new 
election, saying the vote won by the People's Progressive 
party was fraudulent. Canute James, Kingston 


MICROSOFT IN COURT 


Contempt hearing today 


Microsoft's lawyers are to appear in court in Washington 
today, to defend the company against charges that it has 
been in contempt of the court by failing to comply ■ ’ 
properly with a judge's order. -. . 

Last month. Judge Thomas Penfield Jackson ordered 
Microsoft to “unbundle” its internet browser from'the : 
Windows operating system so PC manufacturers could 
choose, if they wished, browser software from a Microsoft 
competitor. Microsoft is offering PC manufa cturers an 
older version of Windows that does not include a brows®? 
or the latest version of Windows with the- browser- - : '• ”_ . 
removed, which is not fully functional- .' 

The charge is the latest development in Mlcrostift's; 
anti-trust battle with the US Justice DejrartnjfidL wbich is 
seeking fines of $lm a day against the softvrareindu^Y- 

leader. Louise E^hoe. Sari Ffamssco 








ni f ■ 

Ur 

‘ '‘T;Sr~ rj • - 



i - • 'i-.-v 

' - 'Vertaiaianj 















sa; • 



ini 

ca 


i •:?:? crate ns- 




ii=5y!C;'4 ; -^;r'vH> ,.. .... .•--•• 






It starts "witii i 
leader jii &e !i 


c>ut superior service and a commitment to quality. As a global 
we’re now bringing you worldwide connectivity by reliably 




via a 


, UJC UlgUU linUTCDIUMW > Hilt juiw nim nw ““ * . * 

TiigK gpe^d mfeyy^irtTniinir^ti nnR highway, connecting sites across Europe, the US and Asia Pacific including Japan. 


"" ’ ■ ‘ »- "/ '-j ■■_■■. _■ /fc 


A" O/VTV 






ies in a global fashion, NTT maintains offices in 






srn— 7— 



• .r •¥?* ^ s 

' •- T'l "• f : 


elecommunications networks in countries throughout Asia, such as Thailand, 

in the Malaysian Multimedia Super Conidor (MSC) project and the Asian 


mtm mwm m mpt« cmwbhmi 


Connectinq the world through multimedia 






[ALA LUMPURMANIIJUSEOIJLSHANGHA^ YORWMOCNTAIN VIEWLOS ANGELES/RIO DE JANEIRO 

www.nttinfoJitt.co.jp 


i r y. V '•••v r -r 




— — -.~r -v- :v”r - T — r. »*: 








‘*-5 - - • 











FINANCIAL TIMES SPECIAL REPORT 





Complacency 


gives way to 


In the second of five reports, John Ridding and 
James Kynge describe how the impact of Thailand’s 
devaluation spread around the region and the world 


G rowth, said 
Mahathir 
Mohamad, the 
Malaysian prime 
minister, is a 

wonderful buffer. Like a river in 
flood, it obscures the rocks 
below. 

Before the Asian finan cial 
crisis developed, it had become 
alm ost an article of faith that the 
economies of the region would 
maintain rapid growth ad 
infinitum. Malaysia's own 
government target was for an 
annual growth rate of at least 7 
per cent until 2020. 

But when Thailand began to 
unravel, so too did the conviction 
that the south-east Asian tiger 
economies had somehow found 
the secret of perpetual growth. 

Investors who for years had 
turned a blind eye to warnings of 
structural imbalances, quickly 
began to reassess the fast 
growing economies of the region. 
The subsiding floodwaters 
revealed all too many rocks. 

The dangers varied from place 
to place. In Dr M ahathir 's own 
country, Malaysia, the main 
problem was that the quality of 
the economy's growth had been 
deteriorating for several years. 
There was a chronic shortage of 
labour, which resulted in wages 
rising at a far higher rate than 
productivity. To compensate, the 
government had encouraged a 
surge of investment - in 1096, 
investment accounted for 43 per 
cent of gross domestic product, 
the highest in the region. 

But the average returns from 
such investments had been 
shrinking as the authorities 
embarked on progressively more 
grandiose and economically 
questionable infrastructure 
projects. 

One was the world's tallest 
building. Petronas Towers: 
another a new administrative 
centre. Putrajaya, to be built just 
25km south of tbe capital for an 
estimated M$20bn (USSSbn at the 
pre-July rate of exchange). 

Biggest of all was the huge 
Bakun dam project, which at a 
cost of MS13.6bn was to be the 
most expensive and yet least 
efficient new power scheme in 
the country. It has since been 
postponed indefinitely. 

The investment vortex sucked 
in imports and led to a growing 
current account deficit. At the 
same time, exports appeared to 
be losing competitiveness, partly 
due to competition from China 
and other lower-cost countries, 
and partly due to Malaysia's 
relatively slow ascent up the 
value-added ladder. Yet tbe 
government stilled the alarm 
bells by directing a compliant 
local media not to report 
negative news. 

Cushioned from reality, many 
companies continued borrowing 
at a feverish pace until late 1997. 
By tbe end of the year, total 
domestic loans stood at around 
170 per cent of gross domestic 
product, the highest level of 
domestic indebtedness in 
south-east Asia. 

Though the different countries 
or the region each had their own 
characteristics, the overall 
picture - overheated economies, 
creaking financial systems, 
flagging competitiveness - was 
similar. In the aftermath of 
Thailand's decision to let its 
currency, the baht, float 
downwards, most were forced to 
follow suit. Of the south-east 
Asian economies, only Hong 
Kong managed to retain a 


currency pegged to the US dollar. 

But though the move towards 
currency depreciation was swift, 
there was much less haste in., 
coming to terms with the 
structural problems that tbe Thai 
crisis revealed. Indeed, the 
prevalent attitude was one of 
denial. Dr Mahathir, for example, 
conducted a highly visible 
campaign to blame others far 
Malaysia's problems. 

At the 30th anniversary 
celebrations of the Association of 
South East Asian Nations 
lAsean) in July, he delivered a 
vintage performance. George 
Soros, the US financier, he 
declared, was the arch-villain in 
a conspiracy to impoverish 
south-east Asian nations by 
attacking their currencies. 

Mr Soros denied any 
involvement in attacking the 
rin gg it. Malaysia's currency, and 
Dr Mahathir did not supply 
evidence to back his claim. But 
for weeks in August Mr Soros 
became a national bete noire-, 
everyone from bankers to taxi 
drivers lambasted him. 

Dr Mahathir ascribed the 
turmoil in financial markets to 
an ever-widening cabal of 
miscreants. Foreign fund 
managers were selling Malaysian 
shares because they were 
“racist": rapacious currency 
speculators were ignoring 
Malaysia's sound economic 
fundamentals; the west was 
gloating over the crisis in 
south-east Asia; rumour- 
mongers, who "should be shot”, 
were spreading lies and a 
"Jewish agenda" was at work 
against the country. 

The rhetoric helped shore up 
Dr Mahathir’s already formidable 
domestic power base. But several 
influential businessmen began in 
private to question the wisdom of 
Dr Mahathir's remarks; almost 
every time he attacked his 
perceived enemies, the ringgit 
and stock prices felL 

More damaging to investor 
confidence than the prime 
minis ter's speeches were several 
decisions which appeared to 
contravene free-market 
principles. In September, the 
government briefly outlawed the 
short-selling of stocks (the selling 
of sbares you do not own in the 
hope of obtaining them later at a 
cheaper price to complete tbe 
deal at a profit). 

It also unveiled a plan to use 
state pension fund money to prop 
up share prices by buying stocks 
from Malaysians - but not 
foreigners - at a premium to 
prevailing prices. 

These decisions were 
announced by Dr Mahathir alone. 
Tbe conspicuous absence of his 
deputy and probable successor, 
Anwar Ibrahim, who is also 
finan ce minister, fed speculation 
of a rift between the two. 

Malaysia's bold attempt to 
brush the problem aside was I 
unique. But in most other j 

countries of the region, j 

governments still hoped that the , 
economic turbulence unleashed 1 
by the Thai devaluation would 
soon pass. That view was shared 
by a number of influential 
western officials. 

The two sides came together at 
the annual meetings of the 
International Monetary Fund and 
the World Bank, held - by ironic 
coincidence - in Hong Kong and 
intended, at least in part, to 
celebrate the region’s economic 
progress. 

Much of the corridor gossip at 
the meetings was dominated by 



Donald Tsang: ‘a champion of one country, two systems’ 


Dr Mahathir's outspoken 
confrontation with George Soros, 
given a extra twist by the 
presence of both men in Hong 
Kang, .in perhaps the most 
emotional speech heard at an ' - 
IMF/World Bank conference, the 
Malaysian premier lashed out at 
“unscrupulous profiteers" whom 
he Charged With manipulating 
markets and seeking to 
impoverish the region. 

“When they are annoyed they 
can destroy us altogether, they 
can reduce us to basket cases,” 
be added, pointing to the “rape” 
of Malaysia's share market. 

Dr Mahathir prescribed a bold 
solution - a ban on currency 
trading. “It is unnecessary, 
unproductive and immoral," he 
declared. Later, Dr Mahathir told 
journalists that Malaysia was 
considering curbs on currency 
trading. Mr Anwar was left to 
clarify that Malaysia had no 
plans actually to ban currency 
trade. 

Mr Soros, also in Hong Kong, 
struck back the next day. 
rnnripmntn g Dr M ahathir as “a 
menace to society", the finan cier 
accused the prime minister of 
using him as a scapegoat to cover 
up his own policy failures. The 
“Aslan values” preached by the 
premier also came under attack. 
“A convenient pretext for 
resisting democratic aspirations," 
said Mr Soros. 

Such fireworks aside, most 
delegates and officials were more 
concerned to play down worries 
that Asia was facing a serious 
crisis. Michel Camdessus, the 
manag in g director of the IMF, 
and James Wolfensohn. the 
president of the World Bank, 
uttered reassuring statements on 
Thailand's progress. "I am 
satisfied with what they are 
doing,” said Mr Camdessus, 
although he did add that the IMF 
was “impatient” to see reforms in 
the financial sector. 



Mahathir Mohamad (left) versus George Soros: opponents with conflicting views of the crisis. Mahathir dubbed Soros the arch-vi llain in a 
conspiracy to impoverish south-east Asian currencies, while Soros condemned Mahathir as 'a menace to society’ 


Robert Rubin, US treasury 
secretary. In private, however, 
one economic official was much 
less op timis tic. “There is still a 
lack of appreciation in Bangkok 
about just how serious this is," 
he said. 

It was clear, however, that 
some of the countries in the 
region would require external 
assistance. The discussion on this 
point, spurred by Japan, revolved 
around the creation of a possible 
“Asian Monetary Fund", which 
might disburse funds according 
to a different set of conditions to 
those imposed by the IMF. 


• Tomorrow: 

The threat to Japan’s 
financial institutions 1 . • T 


® Thursday: 

Korea’s struggle 
to avoid default 


• Friday: 

Where next for Asia? 




•V , 


Bankers, businessmen and 
politicians from the major 
economies all predicted a 
rebound for the region. “This 
contagion effect is greatly 
exaggerated,” insisted a senior 
executive of one European 
investment bank. 

The Thais themselves did 
much to soothe ruffled feathers. 
In a public act of contrition, the 
country’s top economic and 
financial officials went before the 
assembled press to state their 
case. 

“On behalf of the government 
and the people of Thailand, we 
are here to make some important 
statements, to bare ourselves, if 
you will, to the world," said 
Tbanong Bldaya, then finance 
minister. 

Visiting dignitaries seemed 
impressed. “I think it Is fair to 
say that they have expressed real 
commitment to working with the 
IMF and World Bank”, said 


The implicit message was that 
Asia was mature enough to 
manage its own financial affairs, 
in bad times as well as good, and 
that the western-dominated 
institutions, such as the IMF, 
might not know best when it 
came to dealing with the region. 

The idea was viewed with some 
dismay by the main western 
powers, especially the US, which 
saw it as a threat to the IMF's 
ability to impose appropriate 
discipline on troubled economies. 
After the IMF meeting, US 
opposition won the day and the 
proposal was greatly weakened - 
not least because the scale or 
Asia's problems was now 
becoming clear. 

There would indeed be an 
Asian fund, but it would be 
under the IMF's jurisdiction, and 
would be available only to 
countries that had already agreed 
to the IMF's conditions. 

Having fought so hard to 


preserve the IMF's central role, 
the western powers would soon 
find themselves committed to 
Iarger-scaie lending to Asia than 
they had ever envisaged. 

The event that persuaded the 
international financial 
community that the Asian crisis 
was both serious and lasting 
came a month later, in late 
October. 

Like the IMF conference, it 
took place in Hong Kong, still 
firmly pegging its currency to the 
US dollar. The incident started as 
a few twitches in the interbank 
market. By Thursday October 24. 
the twitches had turned into 
convulsions: overnight interest 
rates had soared above 300 per 
cent. 

That surge signalled the battle 
for the Hong Kong dollar, the last 
Asian currency to be linked to its 
US counterpart. “It was the first 
real live test of the exchange rate 
system," said Donald Tsang. 
financial secretary. "The 
shoot-out at the OK Corral", was 
how one investment banker put 
it. 

As the Hang Seng share Index 
fell by more than 25 per cent in 
four days, the ripples spread 
across the world. Stock markets 
from Wall Street and London fell 
victim for the first time to Asia's 
financial upheaval, confirming 
the threat of contagion. 

Though the immediate crisis 
passed in Hong Kong, with 
overnight rates falling back to 4.5 
per cent within a few weeks, the 
events of those nerve-frayed days 
have resounded ever since. 

This week, the Hong Kong 
dollar has again been under 
strain, and Peregrine, the 
territory’s leading independent 
investment bank, has gone into 
liquidation. 

Hong Kong's commitment to 
the dollar peg involves more than 
just amour-propre. So soon after 
the return to Chinese 
sovereignty, a successful assault 
on the currency system would 
have devastating effects. 

“If the peg goes there will be 
capital flight and a collapse or 
confidence." said John Muicahy. 
managing director of W.I.Carr. 
“The peg is like chastity," added 


another investment banker. “You 
can lose it once." 

Despite the stakes, or perhaps 
because of them, the dark days of 
October revealed the resilience of 
Hong Kong. There was panic 
selling of shares, but not capital 
flight Markets which had closed 
during the 1987 crash stayed 
open and the financial 
authorities held their nerve. 

Joseph Yam, the head of the 
Hong Kong Monetary Authority 
(HKMA), and the guardian of the 
exchange rate system, had long 
been preparing for a challenge to 
the peg. 

Armed with US$90bn in foreign 
exchange reserves and a track 
record of tough action, he 
signalled an uncompromising 
stance towards banks providing 
funds for speculators. 

Those that repeatedly 
borrowed from the liquidity 
adjustment facility - the last 
resort for money market funds - 
could find themselves paying 
punitive rates, he warned. 

"It all started on Tuesday 
October 21 with substantial 
orders to sell Hong Kong dollars 
for US dollars, and it intensified 
on Wednesday." said Mr Yam. On 
I the Thursday, he said, the HKMA 
sat and watched as banks 
desperate for funds to settle short 
positions on the Hong Kong 
dollar pushed interest rates 
skywaids. 

By Thursday afternoon, Mr 
Yam was confident the 
speculators bad been repelled. 

But faced with the risk that the 
monetary squeeze could push 
overnight rates “even to 1,000 per j 
cent”, and in anticipation of US | 
dollars being sold back to the 
HKMA, Mr Yam injected Hong 
Kong dollars into the system. 

“The short position on Hong 
Kong dollars quickly closed on 
Friday.” he said. “That was the 
end of the attack." 

Victory was won only at a 
price. In an economy built on the 
twin pillars of banking and 
property, a rise in interest rates 
causes considerable damage. In 
the months that followed the 
October attack, that damage has 
become dear. 

Attention in Hong Kong. In the 


dosing days of October, was 
focused on the local currency and 
stock market But around tbe 
region - and around the world - 
the crisis was building in 
intensity. Thailand's rescue 
package had been agreed with 
the IMF some time before, but 
the depth of its commitment to 
reforms was unclear. 

Political uncertainty was added 
to the mix, as the Thai 
government resigned. Indonesia's 
IMF package was close to' - 
agreement but the Suharto 
government's willingness to 
implement would soon come into 
question. 

More important still, tensions 
were building up elsewhere - in 
South Korea and Japan, tbe two 
countries in the region with the 
most important economies and 
the widest financial and 
commercial connections with the 
rest of the world. 

Korea, itself a rapidly growing 
tiger economy, was exposed to 
the same pressures that had 
beset the rest of the region - 
heightened by political 
uncertainty ahead of an election 
scheduled for December. 13s 
ambitious industrial 
conglomerates, or chaebol, had 
built their worldwide expansion 
plans on huge mountains of debt, 
from local banks and 
international ones. Devaluation 
bad raised the cost of paying off 
foreign-currency loans. If that 
threatened the corporate sector's 
viability. It also risked ' 
undermining the domestic 
banking system. 

All Korea's international 
creditors would suffer from such 
a crisis - and prominent among 
them would be the Japanese 
banks, already suffering from tbe 
huge domestic bad debts 
generated during the bubble 
years of the 1980s. Japan's 
economy was showing no signs of 
emerging from the stagnation 
caused in large part by Its 
weakened financial system. Until 
now, Japan had managed to _ 
muddle through, keeping its big 
financial institutions afloat As 
November began, the Asian crisis 
started to call Into question the 
viability of that strategy. 


PROFILE: DONALD TSANG 


Calm defender of the dollar peg 


At the end of “Black Thursday” 
in late October, amid the despair 
of a stock market crash. Donald 
Tsang, Hong Kong's financial sec- 
retary. took a sip of tea and 
addressed his audience. 

“An interesting day, not too 
exciting,” he said of the most 
serious assault until then on the 
territory’s 14-year-old exchange 
rate system. “The speculators 
arrived some time last night. I 
had a reasonably busy time.” 

Such studied understatement 
masked the gravity of the situa- 
tion. But it underlined Mr 
Tsang's strategy of calming senti- 
ment. Last autumn, the strategy 
worked. Now, with Hong Kong's 
financial markets again under 
pressure and its leading indepen- 
dent investment bank in liquida- 
tloo. a cool bead and his ability 


to sustain confidence will once 
more be vital to Hong Kong. 

Mr Tsang is not always known 
for a cool head. Outbursts oppos- 
ing industrial policy or curbs on 
democracy frequently placed him 
in the front line of Hong Kong 
politics. But the financial secre- 
tary has managed to steer a 
steady economic course through 
the territory’s return to Chinese 
sovereignty last July. 

It was perhaps his outspoken 
stance which ensured that he 
stayed in his job under the post- 
colouial administration. “He was 
seen as champion of one country, 
two systems," says one diplomat, 
referring to the formula which 
underpins the transfer of sover- 
eignty and promises autonomy 
for Hong Kong. “If be had been 
replaced, l think investors would 


have been very worried about 
China's intentions." 

As before. Mr Tsang is deter- 
mined to stick to his guns. There 
is no question of a change in pol- 
icy, he says, despite the rise in 
interest rates needed to protect 
the Hong Kong dollar, the dam- 
age to the property sector - 
which has already seen prices fall 
by 20 per cent - and the devasta- 
tion in the tourist industry. 

Such staunch support for the 
fixed exchange rate link to the 
US dollar might seem curious 
from someone with Mr Tseng’s 
laisser faire credentials. But he 
insists the territory's small open 
economy needs an exchange rate 
anchor for stability. Given the 
currency system's crucial role in 
maintaining investor confidence 
under Chinese sovereignty, he 


believes any tinkering would deal 
a heavy blow to confidence. 

Tbe last time that happened, 
the political crises of 1983, contin- 
ues to haunt Mr Tsang. “That 
summer was horrendous,” he 
says, recalling the bank runs 
which prompted tbe establish- 
ment of the linked exchange rate 
system. "Housewives were will- 
ing to give up Hong Kong dollars 
for toilet rolls. It was Hong 
Kong's most turbulent time.” 

Avoiding renewed turbulence, 
however, will prove a stem test. 
With US$90bn in foreign 
exchange reserves, more than the 
currency in circulation, it would 
be very difficult for speculators 
to break the peg. But capital 
flight could. And although rum- 
blings of discontent from the 
retail and industrial sector 


remain relatively muted, contin- 
ued high interest rates could 
crack the consensus behind the 


currency system. 

Across the border, further evi- 
dence of slowing growth could 
prompt China to devalue the 
yuan, a move which would fuel 
doubts about the Hong Kong dot 

lar peg. With other currencies in 
the region lower now than in *he 
autumn, pressure on -the-o** 11 ' 
land’s exports and on its- present 
policy miy are hig her than ever. 

In the last severe, test - to® 
autumn crisis - Mr Tsang hkeu 

what he saw from Beijing- 
Log that week [of the crisis] there 
was not one telephone call, fex 
instructions,” he said. ^ was 
pleasantly surprised,” 
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NEWS: UK 


Systems ‘bomb’ plea goes to Clinton and Blair 


..6y Jimmy Bums to London 

The US* UK and Canadian 
governments will today he con- 
fronted by an unprecedented note 
of alarm from business leaders 
Over the threat posed by the com- 
puter "millennium bomb**. 

In a statement to be delivered to 
President Clinton and the British 
and Canadian, prime ministers, 
more than 60 senior executives 
warn that “rapid and focused 
action" is needed to avert serious 


disruption to public services on 
both sides of the Atlantic. The 
"bomb' 1 refers to the inability of 
older computer systems to cope 
with the date change at the end of 
the century. 

The statement - which has 
been made available to the FT - 
claims that, while businesses are 
taking adequate steps to protect 
internal systems "total success 
will be difficult to achieve" 
because of Interaction between 
private and public sectore. "We 


fear that governments lag in 
assessing and addressing the 
problem," says the statement. It 
warns that disruption could 
extend to "delays in welfare pay- 
ments, the triggering of financial 
chaos by a breakdown in revenue 
collection and debt management, 
and malfunctions in air traffic 
control and defence systems”. 

Among the executives signing 
the statement are Sir Brian Pit- 
man of the Lloyds TSB banking 
group. Robert Bniuraan of British 


Aerospace. Martin Broughton of 
BAT Industries. Sir Robert Clarke 
of Thames Water. Donald Gunth- 
ere of the Bechtel Group. Niall 
FitzGerald of Unilever. Pierre Lor- 
tie of Bombardier. William Rogers 
of Texas Industries and Peter Pes 
tillo of Ford Motor Company. 

A driving force behind the letter 
is thought to have been Mr Fitz- 
Gerald. Unilever said he was con- 
cerned about "external threats" to 
the private sector posed by inade- 
quate co-ordinated action. 


Other signatories include aca- 
demics and trade union leaders 
who agreed to the letter after a 
meeting in California last month 
under the auspices of the British 
North American Commit lee. an 
ad hoc forum which meets twice 
yearly to discuss issues of press- 
ing concern to commerce and 
industry. 

The BNAC is sponsored by a 
British registered charity, the 
British North American Associa- 
tion. and two North American 


think-tanks, the National Polio- 
Association in Washington DC 
and the C-D. Howe Institute of 
Toronto. 

Simon Webley. the BNAC's 
director, said: “Governments are 
being less than frank by telling us 
that they have the problem under 
control." The letter was described 
as "very' well timed and neces- 
sary" by Robin Guenier, head of 
Task Force 2000. which has been 
advising the UK government on 
the bug. 


Doubt over BSkyB digital launch 

Set-top box maker says it is unlikely to start manufacture until summer 


Digital TV: coming to a screen near you 


By John Gappar 
and Cathy Newman 

Pace Micro Technology, one 
of four makers of set-top 
boxes for British Sky Broad- 
casting's 200-channel digital 
television service, yesterday 
cast doubt -on the . ability of 
BSkyB to launch by late 
April or May. Pace said it 
was unlikely . to : begin mak- 
ing boxes until early June. 

BSkyB said it was on track 
to. launch its digital service 
in the "second quarter” of 
Uje year. Until now, BSkyB 
has talked of n “late spring" 
lAnnch, which has been 
Widely interpreted by ana- 
lysis to mean late April or 
May. 

i BSkyB also confirmed that 
$ES. a Luxembourg-based 
Operator of satellites, would 
move one of its Astra, satel- 
lites into a. new orbit to 
guarantee , a prompt launch. 
This follows a delay to a sat- 

P llite . that BSkyB will even- 
Lialiy use. 

The Pace announcement is 
I the latest development to 
threaten a postponement of 
BSkyB's launch until at 


least June. Although this 
would be a modest adjust- 
ment, it helped knock 3 per 
cent off BSkyB’s shares in 
London yesterday. 

The market's reaction 
illustrates the nervousness 
surrounding the launch of 
digital television services. 


June start 
would clash 
with soccer 
series to be 
shown by rival 
terrestrial 
networks 


Launches are also planned 
by the British Digital Broad- 
casting consortium and 
some cable companies. 

in practice, a delay of 
BSkyB's service until early 
summer would not be disas- 
trous. 

It already has an existing 
analogue service to tide it 
through and would also eas- 


ily beat the other planned 
launches. 

The difficulty with launch- 
ing In June, rather than in 
April or May. is that it 
would clash with the soccer 
World Cup. the leading sum- 
mer event for many TV 
viewers, which is to be 
shown in Britain on the BBC 
and ITV terrestrial channels. 

Neil Blackley, a media 
analyst at Merrill Lynch, the 
US investment house, said 
the World Cup is Ukely to 
draw a big audiences on ter- 
restrial television. 

BDB, a company owned by 
Carlton Communications 
and Granada Group, faces 
obstacles in launching a ser- 
vice around October this 
year. It Is seeking a chief 
executive, and also has tech- 
nical hurdles to overcome. 

BSkyB's debate over set- 
top boxes, which unscramble 
digital TV signals. Is com- 
mon to broadcasters in sev- 
eral European countries. 
Eventually televisions will 
have the technology built in. 

Analysts support the view 
that such services will build 
up from a slow start Data- 


Pollution 
curb is 



by EU 


By Leyfa Boufton. 
Environment Correspondent 

The. government yesterday 
unveiled proposals to crack 
down an groundwater pollu- 
tion In response to warnings 
of legal , action by the Euro- 
pean Commission. 

The proposals could cost 
British fanners up to £SOOm 
(SSOOm)to implement, 
according to a government 
consultation paper. Other 
polluters likely to be 
affected include clothes 
cleaners who store solvents 
in old storage tanks, and 
unitary bases where chemi- 
cal and fuel supplies could 
seep into water supplies. 

A senior government offi- 
cial said yesterday precau- 
tionary action was being 
taken to avoid polluting 
groundwater that was 
mostly “dean and good". 

- He said this was in line 
with, the UK’s keenness for 
EC agreement on a water 
directive framework during 
its six-month presidency of 
the EC. 

But officials said the move 
followed'- a . com plaint last 
year by tiie EC’s executive 
body that Britain had failed 
properly to. implement a 
groundwater directive. 

. The commission acted 
after contamination last 
year al a private borehole in 
the north of England by 
sheep'dip, already criticised 
for allegedly harming the 
health of farmers. 

• A report by the govern- 
ment’s. Committee on the 
Medical Effects of Air Pollu- 
tion will confirm research 
that pollution from vehicle 
exhausts causes the early 
deaths of up to 10,000 people 
suffering from respiratory 
diseases. 


PCs safe from 
network rival, 
says Compaq 


By Paul Taylor In London 

Personal computers will 
remain the mainstay of most 
big corporate information 
technology networks and are 
not threatened, by network 
computers, according to 
independent research pub- 
lished yesterday by Compaq 
Computer, the world's big- 
gest PC manufacturer. 

According to the UK-based 
research, almost three 
quarters of IT directors and 
managers see no role for tbe 
NC - a diskless machine 
designed to operate over 
computer networks - as a 
PC replacement in their 
organisations and 72 per 
cent do not expect to pur- 
chase NCs within the next 
two years. 

Significantly, just over a 
third cited the main advan- 
tage of moving to NCs as 
breaking tbe stranglehold of 
Microsoft in the PC market 
That finding underlines the 
current hostility felt by 
some IT mangers towards 
Microsoft, and their fear of 
becoming overly dependent 
on - the US software com- 
pany. 

The research was con- 
ducted by Benchmark 
Research and based on inter- 
views with almost 400 IT 
directors and managers in 
companies with more than 
250 PCs. Larry Ellison, chair- 
man of Oracle, launched the 
NC concept over two years 
ago amid concern over the 
costs of managing increas- 
ingly complex PC networks. 

Early NCs have yet to win 
widespread acceptance. In 
response, traditional PC ven- 
dors including Compaq 
backed by Inlet the US semi- 
conductor maker, and Micro- 
soft, thfi software developer. 


Savings on net 
links ‘missed’ 

Companies are wasting 
money because they are 
reluctant to change their 
internet service provider, 
even though some are pay- 
ing three times as much as 
others for a fixed link, 
according to the latest Brit- 
ish Telecommnnications- 
sponsored internet report 
The study was prepared by 
Dnrlacher, the multimedia 
research firm, and based on 
a survey of more than 300 
businesses. It says 80 per 
cent of companies using the 
internet have never tried 
another provider and only 4 
per cent have ever stopped 
using an access provider 
because of cost The survey 
shows that some companies 
are paying more than twice 
as much as others for a 
64Kbit fixed link and up to 
28 times as much as others 
for a standard dial-up 
modem account 


have launched the NetPC - 
a slimmed down PC. Accord- 
ing to the Compaq research. 
44 per cent of IT managers 
view the NetPC as a viable 
PC replacement 
Just over half the respon- 
dents to the survey did not 
believe the NC would reduce 
overall IT costs and two- 
thirds believed the rewriting 
of existing applications was 
the biggest cost associated 
with implementing NCs. The 
main disadvantages of NCs 
are seen as reduced flexibil- 
ity and the need to replace 
hardware. 


Son Microsystems, Page 17 


Minister lauds state work 
scheme for jobless young 


By Andrew Bofger,.! ; 
Employment Correspondent 

The government said yester- 
day- it . 'expected 150,000 
people to take ^ the envi- 
ronmental taskforce option 
of its - welfare- to-work 
scheme for the young unem- 
ployed. . 

• Under the New Deal for 
the long-term unemployed, 
18 to : 24-yearoids face cuts in 
benefit, unless they join the 
environmental- taskforce, 
-enter full-time training or 
taken, subsidised job. 

iflnjetere are anxious to 
eBay concern that the envi- 
ronmental taskforce win be 
sled; as tfreschexne’s least 
attractiveoptioh: 


Andrew Smith, employ- 
ment minister, promise the 
government would make 
sure the taskforce offered 
the quality of work and 
training to get young people 
into Jobs and bring real ben- 
efits to the environment. He 
said: “Our young people 
need the skills and confi- 
dence to face the jobs mar- 
kets. The environmental 
taskforce option provides a 
constructive way to self 
improvement through an 
■array of Jobs and - choice 
which Is high fn quality and 
worlds apart from- anything, 
that ha? gone before." 

• Employers are continuing 
tp invest mdre ' in training 
their , staff - although the 


amount of cash spent per. 
. individual dropped slightly 
last year, according to the 
Industrial Society. 

The society’s annual sur- 
vey of training budgets 
found an average real terms 
increase In spending of 2J2A 
per cent, which it described 
as reasonably encouraging 
in view of increasing evi- 
dence of skills shortages. 

The survey of 490 training 
and personnel professionals 
found that last year organi- 
sations spent an average of 
1.12 per cent of their turn- 
ova on training - up from 
0.95 per cent in 1996 and 0.85 
per cent in 1995. 

Martin Wolf, Page 14 


monitor estimates that 2.3m 
satellite boxes will be sold in 
Europe this year, and the 
total number installed will 
rise to 13.4m by 2002. 

One problem is lack of 
agreement in the US or 
Europe about operating stan- 
dards for set-top boxes. 
Microsoft and Oracle are 
among companies competing 
with Open TV. which will 
provide software for BSkyB 
boxes. Malcolm Miller, chief 
executive of Pace, says pro- 
duction is affected by uncer- 
tainty among broadcasters 
about what services to carry’, 
particularly interactive ones 
such as home shopping and 
banking. 

The key problem delaying 
BSkyB relates to British 
Interactive Broadcasting 
(BIB), an interactive shop- 
ping and banking service 
that will form part of its dig- 
ital offering. BSkyB owns 
BIB jointly with other com- 
panies. 

BIB was formed to defray 
the subsidy to lower the 
prices of digital set-top boxes 
from their wholesale level of 
about £400 each to a shop 



Stakeholders in 

British Interactive Broadcasting 


BSkyB aastt 


Forecast of growth across Europe 
Number ol set-top boxes (m) 
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price of £200. This is seen as 
essential to attract sales 
from consumers. 

But BIB is under investiga- 
tion by tbe European Com- 
mission, which is worried 


about the linking of two 
dominant forces in the UK 
market in BSkyB and British 
Telecommunications. This 
means its financial support 
is not guaranteed. 


As a result. BSkyB may 
have to provide temporary 
finance to get manufacturers 
to begin production and 
reclaim those costs from 
BIB. 


Brussels 
may back 
easing of 
beef ban 


FT Reporters in London 
and Brussels 

The European Commission 
is expected tomorrow to 
back move to allow North- 
ern Ireland to resume the 
export of beef nearly two 
years after tbe EU banned 
exports of British beef. 

The favourable decision 
would bring hope to the UK 
beef industry, wbich was 
yesterday bit by warnings 
from the British Medical 
Association that consumers 
should treat all meat as 
potentially contaminated. 

Under the Commission 
proposals, the export of cat- 
tle from certain herds certi- 
fied to be free of BSE, or 
“mad cow disease”, would 
be permitted. The step 
would initially favour 
Northern Ireland, because 
the region has Britain's 
most complete computerised 
tracking system for cattle. 

The move would represent 
a significant shirt in the 
position of the Commission. 
Bat its decision could well 
be rejected by the chief vet- 
erinary officers of EU mem- 
ber states, or by ministers at 
the agriculture council. 

Meanwhile, the associa- 
tion’s warning that all raw 
meat in the UK should be 
treated as contaminated and 
a potential source of food 
poisoning was criticised as 
alarmist. The association 
told tbe House of Commons 
agriculture committee of 
widespread incidents of sal- 
monella, E.Coli 0157 and 
Campylobacter food bogs. 
Last year a record lm people 
were hit by food poisoning. 



1997 has been our 
most successful year yet. 


In the first nine months of 
1 997, SKW boosted Croup 
sales to DM 42 billion 
(comparable 1996 period: 
DM 2.9 billion). The strong 
increase was in large part 
due to the consolidation 
of acquisitions. Excluding 
changes in tke consoli- 
dation group as well as ex- 
change rate factors. tke 
increase in sales amount- 
ed to 4%. The first-time 
inclusion of Master Build- 
ers Technologies (MET) 
is expected to increase 
Group sales for the full 
year 1997 to some DM5.3 
billion compared with 
DM 3.9 billion in 1996. 
Pre-tax profit for fiscal 
1997 will also show a 
significant increase. And 
despite the first-time 
amortization of goodwill 
and the financing expenses 
resulting from the MET 
acquisition, net profit is 
expected to again reach 
last year's level of 
DM 150 million. SKWs 
management board anti- 
cipates earnings per 
share ( according to the 
DVFA/SG method) of 
over DM 3.00 for 1997 
after DM 225 in 1996 
and plans to propose 
another increase in tke 
dividend. 


RESTRUC- 
TURING AND 
INTEGRATION 
BOOST 
PROFITS 




SKW share price m DM DEVELOPMENT OF SHARE PRICE 


MDAX 

(indexed) 

t2W 


The Nature Products 
Division achieved sales 
of DM 1.214 bilhon in 
the first nine months of 
1997, which is an in- 
crease of 3.2% over the 
same year-earlier period. 

A major contribution to 

this increase came from SKW Biosystems (for- 
merly SB1 Systems Bio-Industries). Higher sales, a 
successful restructuring and favorable exchange 
rates contributed to higher earnings in this division. 

Sales for tbe Chemical Division rose 9% over 
the comparable year-earlier period to DM 1.053 
billion. Earnings also increased visibly due to 
favorable market conditions in the chemical in- 
dustry, improved business in tbe steel and foundry 
industry, and the year-long strong US dollar. 

As a result of the first-time inclusion of Master 
Builders Technologies, SKW's Construction 
Chemicals Division more than doubled sales in 
the first nine months to DM 1.937 billion from 
DM 800 million. Earnings in this division continued 
to be strong. The integration of MBT is moving 



1996 


1997 


ahead smoothly and will have no adverse effects 
on Group earnings. 



TROSTBERG 


FURTHER GROWTH EXPECTED 

At SKW’s recent fall press conference, chairman 
Wilhelm Simson said he expects the company's 
sales volume to almost double to DM 10 billion 
over the next five years through internal and ex- 
ternal growth. The internationalization of the 
Group is progressing welL Particular growth op- 
portunities are seen in Asia and the Americas 
which in the medium term could raise .the contri- 
bution of non-European markets to Group sales 
from presently 40% to 50%. "We feel at home in 
Europe, Asia and America," Simson said. SKW 
currently employs some 6,000 people in .Germany, 
and roughly 8,000 internationally. 


SKW Trostberg AG 
Investor Relations 

RO. Box 1 262, D-83303 Trostbeig Germany 

Phone: (+49) 8621 /86-24 30 

fine (+49)8621/86-2040 

Internee hup^/wwwskw.de 

e-mail: moelLdiecer_skwir@compuserve.com' 

Member of the VTAG Group 
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NEWS: UK 


‘If there is an area of concern, it is Korea,’ says Foreign Office minister 


Investment from Asia ‘healthy’ 


By David Buchan, 
Diplomatic Editor 


Inward investment into 
Britain is holding up in spite 
of the financial problems 
afflicting Asian companies. 
Derek Fatcbett. the Foreign 
Office minister responsible 
for commercial promotion, 
claimed yesterday. 

But international competi- 
tion to attract available 
investment is likely to get 
harder, and the Invest in 
Britain Bureau (EBB) - 
uhicb the Foreign Office 
now co- man ages with the 
Department of Trade and 
Industry - is selectively 


reinforcing promotion in 
Asia while boosting its 
efforts generally in the US. 

The Foreign Office is put- 
ting new IBB staff into 
Taiwan and Sydney, increas- 
ing its commercial presence 
in San Francisco and open- 
ing new offices in Houston 
and Boston. 

“The overall level of inqui- 
ries [from non-UK investors] 
is r unnin g at about the same 
level as 12 months ago." said 
Mr Fatchett in an interview. 
“We're not experiencing any 
clear downturn." he said, 
though he admitted that “if 
there is an area of concern, 
it is Korea”. 


Lucky Goldstar’s electron- 
ics expansion in south Wales 
still looks as though it will 
go ahead, but Hyundai has 
put its Scottish semi-conduc- 
tor project on hold. However, 
Mr Fatchett said “our view 
is that big Korean compa- 
nies had already their 
long-term commitments to 
the UK. and in the short 
term we had not expected 
prior to the latest events any 
flood of inward Investment”. 

He was far more confident 
about Japan and Taiwan: 
“We continue to get strong 
interest from Taiwan which 
is looking for European mar- 
kets," the minister said. He 


pointed to last month’s 
announcements by ADI of 
Taiwan to make monitors in 
north-east England, and by 
Acer Peripherals of Taiwan 
to make peripherals in 
Wales. 

In line with the Foreign 
Office's vaunted partnership 
with the private sector, the 
six new “investment- wooers" 
it is sending into the field 
this year are on secondment 
from Barclays. Nat West, BT, 
Coopers and Lybrand, Price 
Waterhouse and Lovell 
White Durant Such people, 
Mr Fatchett suggests, are 
better equipped than regular 
diplomats to "appraise 


inward investment and. to 
provide good information on 
the market", hi the separate 
area of export promotion, 
the Foreign Office has 
already dispatched two 
bankers on short assign- 
ments to Germany and 
Serbia, even though the lat- 
ter is still denied interna- 
tional official credit. 

Mr Fatchett is also joining 
the DTI in providing “after- 
care” for investors in the 
UK. Unusually fbr a Foreign 
Office minister, this has 
involved him recently visit- 
ing Honda and Motorola 
plants in Swindon, 
south-west England. 


British and 
Irish pave 
way for deal 


Plan put forward for joint 
N.Ireland ministerial body 


By John Murray Brown 
in Belfast 


The key element of the joint 
British- Irish paper on a pro- 
posed settlement for North- 
ern Ireland is a new British- 
Irish agreement which envis- 
ages a ministerial body with 
representatives from a 
Northern Ireland assembly 
and the Irish Parliament 

The British-Irish agree- 
ment would replace the 
existing Anglo-Irish agree- 
ment of 1985 and encom- 
passes four main elements, 
the new north-south body, 
an inter-governmental coun- 
cil linking tbe two Parlia- 
ments in the two islands and 
implementing bodies to 
carry out the policies agreed 
by these new bodies. 

The document tabled yes- 
terday at Stormont titled 
"propositions on heads of 
agreements" represents the 
two governments' “best 
judgments" on a likely deal 
The two-page document cov- 
ers six areas - constitutional 


change; a new power-shar- 
ing assembly elected by pro- 
portional representation; the 
new British-Irish agreement; 
provisions to protect reli- 
gious and civil rights; and a 
range of practical measures 
including “prisoners' secu- 
rity in all its aspects, polic- 
ing and the decommission- 
ing of weapons". 

The document refers to 
“balanced constitutional 
change" without mentioning 
tbe likely amendments in 
articles two and three of the 
Irish constitution which con- 
tain a territorial claim over 
Northern Ireland. 

Instead, any change would 
be based on “a commitment 
to the principle of consent" 
and would cover not just the 
Irish constitution but British 
constitutional legislation. 

On the assembly, the 
paper suggests the body 
would exercise devolved 
executive and legislative 
responsibility over at least 
the responsibilities of the six 
Northern Ireland govern- 



Back at the talks: Ulster Democratic party chiefs John White (left) and Gary McM3chael 


ment departments. The doc- 
ument studiously avoids 
explicit reference to “power- 
sharing", but makes clear 
there would be “provisions 
to ensure that all sections of 
community can participate 
and work together success- 
hilly". But the most radical 
element is the re-forged Brit- 
ish-Irish agreement which is 
covered under four main 
headings. 

• The inter-governmental 
council will include repre- 
sentatives of the two govern- 
ments, the new Northern 
Ireland administration and 
the proposed parliaments in 
Scotland and Wales. 

• The north-south ministe- 
rial council will meet twice a 


year at summit level and 
will have responsibilities in 
“particular areas”. Each side 
will “consult, co-operate and 
take decisions” on matters of 
mutual interest “within the 
mandate of and accountable 
to" a new Ulster assembly 
and the Irish parliament. 
Tbe document envisages 
that all decisions will be “by 
agreement between tbe two 
sides, north and south." 

• The accord between the 
two governments will create 
new bodies to implement the 
policy agreed by the north- 
south council “in meaning- 
ful areas and at all Ireland 
levels". 

• The existing intergovern- 
mental machinery would 


remain in areas not devolved 
to the new bodies. 

The document released 
yesterday was accompanied 
by a joint statement in 
which the two governments 
make clear this is a “basis 
for discussion”. It says the 
document, “while in the 
name of tbe two govern- 
ments, derive in a very real 
sense from the views of all 
the parties". 

The two governments say 
they have no problem in 
"clarifying matters" - refer- 
ring to articles two and 
three of the Irish constitu- 
tion and the UK Government 
of Ireland Act of 1920 which 
lays claim to Northern 
Ireland. 


Power 

purchase 

crosses 

border 


By John Murray Brown 
in Belfast 


The Irish Republic’s 
state-owned power utility is 
to a stake in a North- 
ern Ireland power company, 
in the first cross-border Unk 
in the utilities sector. Tbe' 
Electricity Supply Board has 
agreed to take a 15 per cent 
share in the Coolkeeragh 
power station, subject to 
shareholders' approval. This 
is the first move by a state 
owned company in the 
republic to acquire assets in 
Northern Ireland. 

Coolkeeragh was taken 
over in a management 
buy-out at privatisation in 
1992, with the management 
holding 60 per cent and 
three investors - the Pru- 
dential insurance conglom- 
erate, the 3i venture capital 
group and Ulster Investment 
Bank - together holding 40 
per cent The link with ESB 
comes as part of a refinanc- 
ing to allow the original 
Investors to sell their shares 
in the company. 

Richard Sterling, manag- 
ing director of Coolkeeragh, 
said: “Being with a large 
industrial partner rather 
than a venture capitalist 
will also help us argue the 
case for a new gas-fired 
power station." 

• A protest by the brother 
of a Northern Ireland mur- 
der victim yesterday inter- 
rupted the opening of a 
fresh murder appeal by Brit- 
ish paratrooper Lee Clegg. 
Clegg was jailed for life for 
murdering 18-year-old 
Karen Reilly, a passenger in 
a stolen car that crashed 
through a Belfast road block 
in 1990. He lost two appeals 
but was released after serv- 
ing jnst over two years. 

Clegg is appealing against 
his conviction. He claims he 
did not shoot any of the 19 
bullets fired. Roger DiOon, 
whose brother Seamus was 
shot dead last month by the 
outlawed antt-repnblican 
group the Loyalist Volun- 
teer Force, outside a hotel, 
said: “Clegg should be 
locked away and never be 
released." 


UK NEWS DIGEST 


Gloom returns 
to businesses 


Financial services companies have become pessimistic in 
their business outlook for the first time in tw o yea rs. . . 
accordin g to the quarterly confidence survey’ from the . ' 

■ Confederation of British Industry, the biggest employers’ 
lobby. Banks were among the most gloomy sectors, 
reflecting a belief that their business could not continue 
to grow and that their industry's current health was too - 
good to continue. But building societies and life assurance 
companies were much more confident, with many expect- 
ing to in crease employment over the next three months.; 
Of the 230 companies surveyed by the CBI and Coopers 
Lybrand, ss per cent said they were less optimistic about 
the overall business situation In their sector than they..".:', 
were three months earlier, compared with 16 per cent 
which said they were more optimistic. ^ . 

That negative balance of 9 points compared with a zero j 
Haiawrp three months ago and a positive balance of 61 • ■ ■ 
points a year earlier. Sudhir Junankar. CBI associate 
director of economic analysis, said: “Expectations are the_ 
least positive since mid 1995. George Graham; 


THE ECONOMY 


Retail sales increase 4.8% 


MaiHifac t a do g output 


Volume (mtfi on nrttl % change) ^ 

in — - ■ 7- — : . 



The British Retail Censor-* ’ 
tium reports today that the 
value of retail sales in. - 
December was 4.8 pear cent 
up on a year before, well 
above the 2.7 per cent . • ‘ r 
growth recorded in the pre- 
vious three months. Retail- 
ers reported a month of - 
two halves, with Novem- ‘ 
ber's subdued trading con-^ 
ditions continuing weBinlp 
December. Spending finally 
surged in the four days 
before Christmas as shop- . 4 
pers left gift purchases ... 
until the last minute. 
Meanwhile, official figures 
showed an unexpectedly. 


sharp drop in November's factory output, illustrating the 
impact of sterling’s strength oh export demand. Factory 
output fen by a seasonally adjusted 0.4 per cent in Novem 
ber. according to the Office for National Statistics. The 
underlying trend shows growth of only 0.5 per cent a . • ‘ ' 
year, half the figure estimated last month. Robert Chote 


I 


I 
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COMMERCIAL VEHICLES 


•v fr- 


Uition urges aid for van venture 


The Transport and General Workers' Union yesterday . 
called, on the government to approve aid required to . 
underpin a joint venture by Daewoo. the South Korean^ 
vehicles group, and LDV, the UK vanznaker, for a new! ' 
generation of commercial vehicles. An advisory board in -; 
the government's trade and industry department win 
meet on Thursday to give its views cm the company’s.- 
request for about £40m ($65 .2m) in state aid. 

The deal, which involves about £250m of new invest- 
ment at LDV’s plant, is believed to be contingent oh aid to 
triple output and double employment in an initial phase. 

Haig Simoman 






How many places do you 
need to look to find private 
equity Sc venture capital? 

Only one 


Private equity encompasses every- 
thing from large leveraged buy-out 
deals to the more traditional venture 
capital channelled into start-up or 
early stage businesses. 


If you are looking to buy-out; buy- 
in, expand or start a business then 
you couldn't do better than 
investing in a copy of The 
Venture Capital Report Guide to 
Private Equity & Venture Capital 
in the UK & Europe, 1 998 
Edition. It is the best available 
guide to sourcing the right 
investor for your type of 
business first time. 


Ensure you have 
instant access to 
the most up-to- 
date and thorough 
private equity and 
venture capital 
information 
available. 


“The Guide allowed us to pigeon-hole our business 
so we didn't waste any time on resources in 
approaching the wrong venture capitalists. " 

Roger Wylie, MD erf Access Keyboards Ltd 
(Successfully raised £1.2m) 



£195.00 

plus postage and 
packing 


► FAX your order to: +44 (0)1704 506685 


Containing over 220 sources of investment in the 
UK and Europe, each entry shows; 

• the type and value of investments 
considered 

• the number of inves t m ents already made 

• the decision making process 

• biographies of key executives 

• investment portfolios, showing both 
successes and failures 


► CALL our Order Hotline on: +44 (0)1704 508080 


E-MAIL us at pitnun^bu€H9stributk)(vpearso(>-pro.coni 


POST this form to: Financial Times Management 
Department CS, FREEPOST-LON8663, SOUTHPORT 
Merseyside PR9 9BR 



f FINANCIAL TIMES 


MANAGEMENT 


P R i O R 


O R D E 


O R M 


Please quote ref. no. 195 when placing your order 

Cl- Yk. I want io fcnoiv who the best investors are for my business. Please send 
The Venture Capita! Report Guide lo Private Equity Sr Venture Capital in the 
UK and Europe lor just £195.00 plus p&p. (Money bade if goods relumed wtrtun 
23 days of purehasej. 

POSTAGE AND PACKING 

UK; £7.00 p® order. Europe: £9,00 per book. Best of World: £12-00 per booL 

How DO YOU WANT TO PAY? 


Issue No f j (tor Switch payments only; 


Cheque lor £195.00 plus p&p (payable to Financial Times Management) 


| | Access.VisafAniex.'Bardayeard/Maslercaid/Svvitch.'tSners 

(please give details) 


Card No 

Card Howe's Name- 


1 [ i 1 i i I ! 1 


E^pey Qatel. 



Signature . 








Posrtton 

Comtunv 

Address 








Tet 





[ 1 Please supply me with more mtormawm about Venture Capital Report's 
_1_1‘ services to inuesoc; and companies seeking capital. 

L_- supply detail ot {he VCR Gixde on CD-ROM. 


All orders are uibtoci to JUlus. Pores are conect at the time ot going to press, but may be suited to change without poor notice. We oceasmnaly male our imj available 
to companies whose products or setvu.es we feel mas be <J interest. Any one not wanting this free service should wme 'Ewkide from other maimin' on this otdw torn 
A divunn of FrwncxH Times Professional llri. Registered office; Maple House. 149 Tottenham Court Road, ton don. WIP 9LL Registered Number 2970324 
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FINANCIAL TIMES 

Conferences 


THE 9TH ANNUAL FT WORLD PHARMACEUTICALS CONFERENCE 

16 & 17 March 1998, London Hilton on Park Lane 


While the pharmaceutical market is unlikely to return to the heady days of tbe ] 970s and 1980s with 12-15% year-on-year growth, 
it is now clear that the 1993-94 shock of 4-5% growth has faded into history. The pharma majors have learnt bow to handle tbe 
onslaught of the 'price focused' managed care organisations and are experiencing real growth in volumes and prices. 


There has been a fundamental shift in the marketplace, either as a result of aggressive negotiating tactics in the US. or due to 
reforms in most European healthcare systems. Tbe industry, however, appears to be mastering a new skill - the art of creating brand 
equity and ’healthcare' value for their products. 


ISSUES 

* New markets, new sciences-will this give space to new players'? 

* A market in re-shape nr recovery? 

- Balancing 'time U> market' with building product equity 

- Reshaping European drug distribution channels 


* Can tesearch/discovery really be managed to develop a brand? 

• Managing global submissions, approvals and launches 

• Knowledge management in the marker driven Rx industry 

* Maintaining brand loyally within the healthcare sector 


speakers inchidc 


Mr Ernesto BertarelH 

Chief Executive Officer 
Ans-Senmo SA 


Mr Timothy G Rothwefl 

President 

Rhdne-Potdenc Rarer Inc 


Mr Kurt W Brfner 

Presidem A Executive Director 
Sanofi Pharma 


DrWiliut Regie 
Chief Executive 
MedrvaPLC 


Mr Jeffrey F Harris 

Chief Executive 
llruChem PEC 


Ms Jo Walton 

Executive Director 
Lehman Brothers 


Dr William Jenkins 

Head of Clinical Development A Regulatory 
Affairs 

Novartis Pharma AC 


Mr Myron Z Holnblafc 
General Manager 
The Plymouth Group 
IMS America 


Mir Edward R Roberts 
Member of the Board of Management, 

Merck KGaA 

Chairman. Pharmaceutical Partners for Better 
Healthcare 


In aModatmi with 


ICooi 


and FT HEALTHCARE nr .itowm 


lAe nrhl to alter the programme at ma> bo aeirttarj 
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•TT -.M-.y.h» you are desper- 

- » /I / atejy trying to be on 
.:. %/ »/: ;to»e to that _all- 
. ,W.' ; .y ^ important business 
lunch, getting across town can be 
a nightmare - every set of traffic 
lights goes red the moment you 
reach.iL . 

In “the Tfew seconds it takes to 
change to greet], have you ever 
. pondered how much it costs to. 
rim and. maintain these traffic 
.’signals? .'After all, they operate 
continuously and must be bright 
enough to be seen an a sunny 
: day.; 

-■ Most traffic lights are tungsten 
halogen lamps and have to be 
replaced every six months. Dogan 
Ibr&im and. Beasley of the 
Traffic. Control Systems Unit in 
London estimate i hat" the total 
running cost for traffic lights in 
the capital alone is Xl.45m a year. 

The US, Sweden and Japan 
have already started to replace 

- some, traffic signals with units 
combining light emitting diodes, 
LEE^. A typical red. traffic light 
uses 50 W of electrical power, 
whereas the same IJip traf- 
fic oght. consisting of several 
.hundred LEDs grouped together, 
consumes, less than MW at the 
sane brightness level. Also, the 
LEDs last nearly, id years, which 
significantly ; reduces mainte- 
naxfce costs. 

Ojalight, part of the UK's Jtox- 

P pedaUst electronics group, 
LED products for traffic 
which are already operat- 
several cities across the 
he company is eagerly 
antiting a contract to replace all 
the red signals in. Brooklyn, New 
Yc Jc. “I believe very strongly 
thi : the solid state, traffic light 
■wit develop Into a worldwide - 
market. - says Harry Tee. Rox- 
bc o's chief executive. 

. lefore any trials can be carried 
oi in the UK, however, these 


Green light for 

LEDs signalled 

Solid state traffic tights may develop a market 

worldwide, writes Carol Kiely 


noils have to meet government 
specifications concerning colour 
and safety. The Highways 
Agency says it is putting the 
final touches to a standard which 
incorporates these new technolo- 
gies 

Initial trials will be carried nut 
In the Bristol area. “An experi- 
mental site has been proposed at 
the end of the M32." says John 
Laite from the Traffic Control 
User Group, made up of UK city 
council transport experts. 

Light emitting diodes are not a 
new idea. The first LEDs were 
demonstrated in the 1960s and 
they are widely used in flat -pan el 
displays. They consist of two 
vary thin layers of a semicon- 
ducting material, such as gallium 
arsenide, cm an insulating sup- 
port. 

For a gallium arsenide device, 
one of these layers contains a few 
parts per million of aluminium, 
the other, indium. These signifi- 
cantly increase the amount of 
current that can pass through 
the layer, and also govern the 
type oF charge carrier responsible 
for the current flow. 

The layer containing alumin- 
ium is termed a “p-type" semi- 
conductor in which the charge 
carriers are essentially positively 


charged “holes”, whereas the 
layer containing Lhe indium con- 
tains excess electrons and is 
called an "n-type" semiconduc- 
tor. When current is applied, the 
electrons In one layer combine 
with holes in the other to pro- 
duce tight whose wavelength is 
specific to the type of semicon- 
ductor used. 

Until recently, roost commer- 
cially available LEDs have been 
based on aluminium-indium- 
gallium-arsenide. These emit red 
light. Orange and yellow can be . 
produced by replacing the arse- 
nic with phosphorus. 

T he first blue LED was 
made in 1971, using gal- 
lium nitride as the semi- 
conductor. The inventor. Jacques 
Pankove, worked at the RCA 
Laboratories in Princeton. New 
Jersey. The structure of his LED 
was slightly different from con- 
ventional devices because he 
found it impossible to make 
“p-type" gallium nil ride. Unfortu- 
nately this modified LED was 
unstable. 

In addition, the only suitable 
support for the device was sap- 
phire, which the head of the labo- 
ratory’ said was too expensive. 
Pankove abandoned his research 


in this area three years later. 

Since then several companies 
have tried to make their own 
blue LEDs. The biggest names in 
the electronics industry* soon dis- 
missed the idea of using gallium 
nitride, because of the difficulties 
in making the “p-type” material, 
and focussed attention on zinc 
selenide and silicon carbide. In 
spite of the enormous amount of 
research effort and funding put 
into their development, devices 
made from these materials lack 
sufficient brightness and their 
working lifetimes remain too low 
for commercialisation. 

But in 1994 Shuji Nakamura of 
Japan's Nichia Chemical Indus- 
tries stunned the world of materi- 
als research by demonstrating 
the first commercially available, 
bright blue LED made from gal- 
lium nitride. 

The thin layers of gallium 
nitride that make up this new 
LED were grown by metal 
organic chemical vapour deposi- 
tion. This is a technique in which 
two gases - trimethylgoitium and 
ammonia - are passed over a 
heated sapphire wafer. The high 
temperature, in excess of l.OOfrC, 
causes these gases to decompose, 
allowing the gallium and nitro- 
gen to Interact chemically and 



The US, Sweden and Japan are introducing traffic signals with LEDs, such as this Hoxboro unit in New Jersey 


form gallium nitride an the sur- 
face of the wafer. 

A common practice during pro- 
cessing was to anneal (toughen 
by heating) these wafers at high 
temperature subsequently in an 
atmosphere of ammonia. Unfortu- 
nately. above 500 ? C ammonia 
releases atomic hydrogen which 
fill the holes in “p-type” gallium 
nitride - significantly reducing 
its electrical conductivity. Mr 
Nakamura solved this problem 
by switching the ammonia for 
nitrogen during annealing. The 
ability to grow high-quality’ 
"p-type” gallium nitride enabled 
him to develop a blue LED which 
was more than 100 times brighter 
than any previously available. 

By 1995, Nichia was producing 
a green l.F.D In which some of 


the gallium atoms were replaced 
by Indium. This device produced 
a much deeper green light. 100 
times more intense than rival 
gallium phosphide LEDs. The 
Japanese city of Fukuoka has 100 
green traffic lights incorporating 
these new LEDs. 

The development meant that 
for the first time designers could 
make full colour displays blend- 
ing the three primary colours - 
red. green and blue - to produce 
white light. Such displays are 
now becoming a prominent fea- 
ture of the Tokyo skyline. 

In October last year. Nichia 
announced it was ready to begin 
production of a highly efficient 
white LED lamp for domestic 
use. It combines a blue LED with 
a phosphor to produce white 


light. This is much simpler than 
trying to balance the output from 
three separate LEDs. This combi- 
nation has also been used to pro- 
duce a Oat panel to replace con- 
ventional strip lighting. 

This could have a serious 
impact on one of the oldest and 
most successful industries - the 
manufacture of the incandescent 
light bulb - but could yield sub- 
stantial economic and environ- 
mental benefits. 

Indeed, Gerhard Fasol, presi- 
dent of Eurotechnology Japan 
KK. a high-technology business 
development group, told Science 
mag azin e readers that “replacing 
light bulbs and fluorescent tubes 
with LEDs is analogous to the 
replacement of electronic vac- 
uum tubes with transistors”. 





New bearing on oil production 

Hoesch has made the world’s largest one-piece antifriction device 

A s things get bigger, so do becoming more common for oil we are limited to 8m," says Mr and will be the world's largest 
their components. The production as they have the big Steinau. “If larger diameters are special vessel of its kind, 
world's largest one-piece advantage of mobility over reauired. we can fall back on the However, the size of the 


A s things get bigger, so do 
their components. The 
world's largest one-piece 
antifriction bearing has been 
produced by Germany's Hoesch 
Rothe Erde, a division of Krupp 
Hoesch Industries. 

It measures 8m in diameter, 
weighs 32 tonnes and took the 
company six months to make, 
including special tempering in 
the company's own 
heat- treatment facilities. 

The bearing is intended for 
installation on a floating 
production storage offloading 
(FPSO) vessel. These are 


becoming more common for oil 
production as they have the big 
advantage of mobility over 
rigs. 

“The only problem during 
manufacturing or this bearing 
was how to handle these rings 
due to the size," says Norbert 
Steinau. the company's sales and 
export manager. 

“Although this is the biggest 
bearing, we have produced a lot 
of bearings with similar sizes, 
especially for tunnelling 
machines and for the offshore 
industry. 

“For uon-segmented bearings 


we are limited to 8m," says Mr 
Steinau. “If larger diameters are 
required, we can fall back on the 
segmented bearing design." 

The ship - being built under 
the management of a consortium 
comprising SBM and Kvaemer 
Oil and Gas - is to start 
operations in early 1999 in the 
Laminaria oil field, some 550km 
off the north Australian coast 

It will be anchored there 
permanently, pumping oil from 
seven deposits at a depth of 
around 380m and storing it until 
transfer to oil tankers. It will 
have a capacity of 1.4m barrels 


and will be the world's largest 
special vessel of its kind. 

However, the size of the 
bearing is not only related to 
that of the vessel but also to the 
number of risers, or pipes 
through which the oil will flow. 

The risers and umbilicals are 
guided by the antifriction 
bearing, which is sealed off 
against seawater. This allows the 
vessel to tarn on its own axis 
without drifting out of position, 
whatever the weather or tidal 
conditions. 

William Macdonald 
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BUSINESSES FOR SALE 


POCKUNGTON 
CONCRETE PRODUCTS 

The Joint odmWstrcrtlv© receivers offer for sale as 
a going concern the business and assets of the 
above company. 

Principle features Include: 

♦ Major regional manufacturer of concrete blocks 
and T beams. 

♦ Manufacture, supply and fix of flooring systems 
Terracing and stalls for sports and other staefia for 
expanding national blue-chip customer base. 

♦ Turnover £5.5 mUBon. 

♦ 19.4 acre freehold site in Pockllngton. 
Bast Yorkshire. 

♦ Significant order book. 

♦ Extensive merchant and btflder customer base 
for btocte. 

For further Information please contact 
Keith Hinds or Brian TyireB 
St. George House, 40 Great George Street, 
Lo ori f LSI 3 PQ 

Tel: 0113 225 4000 Fax: 0113 2254002 


BEARING AND POWER 
TRANSMISSION COMPANY FOR SALE 

O Well established and profitable distributors of leading makes of Bearings. Power 
Transmission Equipment and Allied Products 

O Stock purchased direct from manufacturers with their Warranty and After Sales 
Service 

O The company has a reputation for giving a high level of service maintained by well 
trained staff 

O IS09002 Accredited 
O Tu mover £1.2 million 

Potential purchasers should write expressing their interest to: 

Montagu Professional Services Limited 
94 Gloucester Place, London W1H 3D A 



ROBSON RHODES 


RSM 


v BUSINESS FOR SALE 

A young manufacturer of a 

unique luxury snack product. Current turnover of around 
half million, with enormous potential in brand and own 
*:■ labeL Blue chip direct 
retail customer. base. 

Contact Simon Balding 
atRobsonTaylor 
•• , . 01225 428111 . 


Operational Development Limited 
2W Fernbsok Road, Ascot, Berkshire, SL5 SJX 
. : Tel: 01344-8S53I? Fax:01344-890217 


• . . . FOR SALE 

UK Private Company - 
Design and Engineering Business 
Profit before tax: in excess of £1 Jm 


i CHANNEL ISLANDS i 


Recruitment company for sale. 
Curran turnover £1iu and growing. 
Experienced management. Very 
busy market with considerable 
potential. Rare opportunity to 
acquire bona fide trading 
company in low tax area. 


LIQUIDATIONS: 
RECEIVERSHIPS: AUCTIONS: 
200+ Liquidations & Receiverships 
fated every week what they did and 
who to contact + C omm erc ia l Auctions. 

BUSINESSES FOR SALE: 
Monthly Ret of over 100 + dlHerem 
businesses & property opportunities. 
CONTACT: 

Td: 01652 680389 Fax: 680867 


Bowon Rhodes b aumwlsod bv trie mstmde of 
Chartered Accountant In England and VlUee 1o cony 
on tovedment business. 


Smith & Williamson 

The Joint Administrative .Receiver* offer for «le * a going concern 

A Sock Manufacturing Company 

• MamifaciiirmnTtiK'ib'uudhDiTieni.'MKiu 

• Stalled and experienced miLfaroc 

• luntinvr of £4m 

• Forward order bonk 

For mf KnuiriiKi conan Mark B»men at die uITitn of Vintli & MUIumsim. 
U'iUunr Mrwri* Hieise. N'«» I New Market Sneer. Birmingham B.'l 2NH 
Tel: 0121 200 OMO Bn: 0121 236 6033 
MkllU1iauamCkmnC«ngHau 

Rrxniriu.1 1.. um ■„ «J» ,nt and udvnwt f obi, wrainMu l.ra— 

U iW liMNh if nurtetnl .VlmuiLUU, In tji£Ldid ami Hale. 

Etal* A WHUmm tmotmea Hwcnal tided 
KrguWI Ik IVUI 


* 200+ vehicles, 
commercials and cars 
❖ Turnover Y.T.D. £l~ million 
+ Established 9 years 
■> Large enclosed secure site 

Farther detde 
Bn B56.t7, Fbanod Tune*. 

One Southwark Bridge, Lmfcn SEl SUL 


WEST YORKSHIRE ACCOUNTANCY PRACTICE 

FOR SALE 

Small bur high quality corporate client base with good mix of 
audit and corporate Finance work. Would suit a larger firm 
requiring a presence in the area. Partners would wish to continue 
This is not a retiranem situation but one where the workload is 
increasing and the firm needs appropriate support to capitalise on 
opportunities. Information will only be provided to principals. 
Write for further information to: 

Box 5632, Financial Tines, One Sontitwark Bridge, London SEl 9HL 


.’Leading mmfcet position 
EftMDm customer base 
. M4G*tidor , 

_ r ItaiwwfJAn 
- Operating Profit* 060.000 

fartUK gW8gB».fWnrMTiyw 
breSaffi^BridRlHitaffl 9HL 



CONTRACT CATERER 


Snpphcr of Food to Educational 
nnd ftwnnvm nl ffrtx hl fshmenls. 



West&bl&bed \MhHaads based 
110 i low- * Secure contracts 
. EanSty re-tocatable^ -ProClabW 
Gamine reason for sale 


AnflyiK 

- jadrWoMfct Looted • 

Acre Hnae, H ; 15 WDam Kood. 
London NWI JER 
. Tdroril 

Tu:817t 38049111 A 


UK SALES A MARKETING COMPANY. 
Our 108 contracted clients and Raven 
. tSstribution networks cumuiUir gawaie 
appt»EBOOIilfton»i«w««saririOtih 
• pnfl -etfipfenty of room ftr flrowtfi. Cfcror 
Hud mlOMfl owraeas. Reply in confidence 
. to Boa B5640. -Financial Tones, One 
SodthioX Brtctje, Lorctx SEl 8 HL 


^ LEADING APPAREL MANUFACTURER 

For Sale 


Vary profitable contract manufacturer; woman's moderate to 
better ready-to-wear. Substantial quotes for USA. 25 years 
increasing safes (US$70 mWon: 1997). Factories, modem & 
fu9y -equipped, in vary destabfe area of Asia. Quality 
reputation. CSerris; large premier apparel companies & leading 
retailers. Contact Bentoy Associates LP. 

1155 Ave. of the America#, 2fldi FL, NY, NY 10038 USA 
Tet 212-819-2800 Fax: 212-391-7420 
E-mail: ekpstein@benlley1p.com 


VEHICLE CONVERSION BUSINESS 

Special is conventions of leading manufacturer's vehicles 
Supplies growth nkhr market with blue chip customer base 

Strong wrier book nod hi^h export potential 
Modern engineering facilities and testing equipment 
Easily relocated 

Abo roanutatures Epecialia parts to the vehicle after-market 
Current year sales potential circa. £2It million 

Write to: Bw B5634. Financial Times, One Soalhwarfc Bridge. 
London SEl 9HL 


OFFICE FURNITURE MANUFACTURER FOR SALE 
N. ENGLAND SALES £4.5M 

Profitable with further potential for growth. 

Principal shareholder retiring. Management will remain. 

Further details from 

Pearson Hudson Corporate Finance 
Realtex House, Leeds Road, Rawdon. Leeds LS19 6AX 
A who me d by rbe loutrure of Ourrered Acctnntonri m SnglsBtl ud Wiles id e oottoci invesunrol NuiiMli 


TEXTILE COMPANY FOR SALE 

Republic of Ireland 

Registered I.S. EN ISO 9002 


A very recently re-equipped Texturising Company with 
Rieter-Scragg Drawset Double Heater False Twist 
texturising machines, operating in prime conditions in 
a modern factory comprising of circa 40,000 sq. ft. 
(c. 2712 sq. metres). 

The Company employs a highly skilled workforce of 
33 persons and is situated close to main shipping 
terminals. 

The Company enjoys the benefit of a 10% Corporation 
Tax Rate. 


Replies to: Bryan Phelan or Paul Walshe 
Brian Phelan and Company, 

Auditors and Accountants 

Orchard House, Clonskeagh Square, Dublin 14, Ireland 

Tel: +353 1 269 7444 Fax: +353 1 269 7816 
Email: bphelan@tinet.ie 
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BUSINESS AND THE LAW 


Pension benefits! T 


for part-timers 


Periods of service 
| completed by 

part-time workers 
who have suf- 
fered indirect sex 
discrimination 

EUROPEAN mUSt be 

COURT into account from 

— April 8 1976 for 

the purposes of calculating addi- 
tional pension benefits, the 
European Court of Justice ruled 
recently. 

The Court said European law 
precluded the application to a 
claim for recognition of entitle- 
ment to join an occupational 
pension scheme of a national 
law which limits entitlement to 
join the scheme to two years 
prior to the commencement of 
proceedings. 

Two Northern Irish nurses 
working in the public mental 
health sector had initially 
worked on a full-time basis 
before commencing part-time 
work. On retirement they were 
offered a basic retirement pen- 
sion through a voluntary 
contracted-out scheme. 

However, they did not receive 
certain additional pension bene- 
fits reserved for people over 50 
who had worked full time as 
mental health officers for 20 
years and continued to work in 
that capacity. 

Service beyond that period 
counted as double-time service 
and gave rise to entitlement to a 
pension at 55 instead of 60. 

In effect, part-rimers were 
deprived of the status of mental 
health officer and the additional 
benefits attached to it. The 
national tribunal ruled that 
these provisions were found to 
constitute unjustified sex dis- 
crimination against women 
working part time in the care of 
the mentally ill. 

The tribunal asked the Court 
from what date the service of 
the applicants should be 
counted for the purposes of cal- 
culating the additional benefits 
to which they were entitled. 

The issue was complicated by 
the fact that national law 
restricted backdating of entitle- 
ment to join an occupational 
scheme to a period of two years 
prior to commencement of a 
claim. 

The Court noted that 
although it had previously 
decided in the 1990 Barber case 
that the principle of equal treat- 


ment applied to contracted-out 
schemes, it had limi ted its effect 
to benefits payable after the 
date of the judgment or to those 
who had co mm enced proceed- 
ings before that date. 

However, such a limitation 
concerned only the kinds of dis- 
crimination which employers 
and pension schemes could rea- 
sonably have considered to be 
permissible. 

There was no such limitation 
in relation to the right to join 
an occupational scheme since it 
had long been clear that sex dis- 
crimination was contrary to the 
principle of equal treatment in 
European law. 

As part-time workers were 
excluded from access to the spe- 
cial scheme, no limitation in 
time for the purposes of calcu- 
lating periods of service was 
justified. 

The applicants were entitled 
to rely on periods of service as 
from April 8 1976, the date 
which the Court first held the 
principle of equal treatment 
could be relied on by 
individuals In their national 
courts. 

In view or its answer to the 
first question, the Court dealt 
briefly with the two-year limita- 
tion on the backdating of enti- 
tlement to join an occupational 
pension scheme. 

Recognition of entitlement to 
full membership of a scheme 
through acquisition of mental 
health officer status was limited 
to a period two years prior to 
commencement of proceedings. 

Since that rule deprived the 
applicants of additional benefits 
under the scheme to which they 
were entitled to be affiliated, 
any action by the applicants 
relying on European law rights 
to obtain these additional bene- 
fits would be Impossible in 
practice. 

Such a limitation struck at 
the very essence of the rights 
conferred by European law. 
Thus the national rule would 
have to be set aside. 


C-246/96 Magorrian and Cun- 
ningham v Eastern Health and 
Social Services Board. Depart- 
ment of Health and Social Ser- 
vices. ECJ 6CH, December 11 
1397. 


BRICK COURT CHAMBERS, 
BRUSSELS 


T o the outside world, last 
year's £23bn ($37.49bnj 
merger between Grand 
Metropolitan and Guin- 
ness was put together in record 
time. 

Formally announced on May 
12 , just five weeks after George 
Bull. GrandMet chairman, put 
the idea to Tony Greener, Guin- 
ness chairman, over dinn er at 
Dukes Hotel in London, within 
six months the merged company, 
called Diageo, bad cleared regula- 
tory hurdles in Europe and the 
US and begun trading on the 
stock exchange, having overcome 
opposition from its biggest share- 
holder, LVMH, along the way. 

But the reality was different. 
Diageo was the product of several 
years of secret planning and 
preparation by a team at Guin- 
ness led by Ken Mildwaters, 
group legal director. 

In January 1994, Mr Mild- 
waters, who had been brought in 
from Theodore Goddard, the City 
law firm, to manage the restruct- 
uring of the Guinness/LVMH alli- 
ance, was given five years to 
come up with a deal to take 
Guinness' business into the 21st 
century. He completed the deal in 
under four years, by building the 
world's first “virtual" law firm. 

“At the end of 1993 the spirits 
industry was crying out for con- 
solidation and it had also started 
to slow down. So the question for 
Guinness was what to do about 
It. Guinness had 70 per cent of its 
business in spirits and it was 
slowing down. 

“We decided that if there was 
going to be consolidation Guin- 
ness had to be part of it and 
preferably it bad to lead it But if 
we weren’t going to drive it and 
it was going to take place with- 
out us. we had to know how to 
react. So we created a virtual law 
firm to look at it," he says. 

There were two reasons for this* 
approach rather than appointing 
one law firm. Guinness needed to 
keep the various bits of work it 
was doing confidential and if it 
placed them all with one firm it 
would have become clear what it 
was up to. The second reason 
was that Mr Mildwaters felt that 
no one firm had all the expertise 
Guinness needed. 

So he indulged in his own 
game of fantasy law firms, put- 
ting together the best team of 
experts he could from firms 
which were not conflicted out. 

“We had a very strict rale on 
conflicts - if you had acted for 
one of our competitors in the last 
three years, you were out.” he 
say's. “That ruled out some very 
good people." 

Mr Mildwaters led a team of 
seven lawyers. For lead corporate 
adviser he chose a team from 
Norton Rose led by David Lewis. 


Success by stealth 


Years of secret planning enabled the speedy merger 
of GrandMet and Guinness, says Robert Rice 





pi 




Special brew: Boll's proposal to Greener (left) fltted In with Guinness's long-term plans ‘ 


As US corporate counsel he chose 
New York’s Dewey Ballantine, 
led by Morton Pierce. For EU 
competition counsel he chose 
SJBerwin. led by Stephen Kon 
and supported by barristers Jer- 
emy Leaver QC and Richard 
Fowler QC. For US competition 
counsel he chose Ron Rolfe of 
New York’s Cravath 
Swaine & Moore. French law 
counsel was Klein Goddard, sis- 
ter firm to Theodore Goddard. 
For employment law he chose 
Peter Cooke at Theodore God- 
dard. For banking law advice, 
Lovell White Dun-ant led by Jon- 
athan Gay. Worldwide litigation 
and arbitration counsel was 
Dewey Ballantin e, led by Monica 
Burch and supported by barris- 
ters Geoffrey Vos QC and Johnny 
Veeder QC. For employee share 
schemes he chose Travers Smith 
Braithwaite and Paisner & Co. 
and for commercial document 
review Theodore Goddard, Klein 
Goddard and Dewey Ballantine. 

But Guinness also needed a 
law firm to manage the project 
“We decided if we were going to 
do a transaction we were going to 
do it ourselves. There were no 
lawyers at the table at any stage. 
We drove it ourselves and didn't 
let the law Anns run it So we 
needed a team of lawyers to feed 
us and act as lead legal advisers. " 

Unsurprisingly, perhaps. Mr 
Mildwaters chose Theodore God- 
dard to play the pivotal role. But 
he pulled a surprise by choosing 
two young lawyers, Angela Mor- 
gan and Simon Griffiths, who at 
that stage were not partners. 


“The point was they knew 
what 1 wanted. They’d worked 
with me before and so they could 
go back to the law firms and. say 
‘sorry we don't want it In that 
form,’" he says. They were sup- 
ported by Richard Sykes QC, Wil- 
liam Stubbs QC and Robin Potts 
QC. 

The project began with an anal- 
ysis of the industry "from top to 
bottom". That work was done by 
SJBerwin and when it was fin- 
ished they had collected 16,000 
lever arch files of information, 
which they housed on one com- 
plete floor of a City office block. 
“By the end we could tell you 
how many bottles of port were 
sold in Iceland in each outlet, 
where those outlets were, whose 
port it was and at what price." 

The next step was to build 
models for every conceivable 
transaction, from merger, take- 
over and joint venture to scheme 
of arrangement Documentation 
was put together for each one of 
these options for each of its main 
competitors down to number 
eight by size in tbe world. 

They then set about working 
out their response if they were 
not leading the consolidation, 
and built the documentation to 
deal with that “so that if Allied 
Domecq merged with GrandMet 
we’d know bow we would react". 

One of the techniques they 
used to great effect throughout 
the project was interloper analy- 
sis. This involved asking lawyers 
to play devil's advocate and put 
themselves in the role of competi- 
tor or regulator. Mr Kon of 


SJBerwin originally played the 
role of the European. Commission 
and was asked to say how the 
Commission would respond to 
ttw various different models. 

Herbert Smith was brought in 
to play the role of interloper. “We 
asked one firm to look at the way 
we would deal with an interloper 
[someone trying to stop a deal] 
and then brought in Herbert 
Smith and asked them- 'if this is 
what we are going to do, what 
are you going to do to usT " The 
sam e te chni que was used to ana- 
lyse the litigation risks of the 
various models in 30 jurisdictions 
around the world. 

By the beginning of 1997 they 
were more than ready. The clear 
preference was for a true merger, 
but until Mr Bull popped the 
question to Mr Greener, the vir- 
tual law firm had no idea who 
the bride would be or even if 
there would be a wedding. 

Late on Friday April 18. just as 
he was about to go on holiday, 
Mr Mildwaters was summoned to 
a meeting at Lazards to be told it 
was GrandMet Less than four 
weeks later they were ready to go 
public and the rest is history. 

There were some hurdles to 
overcome. “The biggest problem 
was getting all the egos in one 
place and making them see we 
wanted it done our way. Inevita- 
bly there were some who dropped 
out but it never leaked, because 
no one ever had the full picture. 
One firm didn’t know what 
another was doing." 

The transaction remained 
secret right to the last Until the 


. weekend before -It was^formaBy- 
announced only a handful "of 
people in Guinness jand Grand. 
Met knew what was golngon__0a 
Friday May 9. they threw a- cock- 
tail' ' party - for. 120 :- people -at 
• SJ Berwin's offices.;. When the 
“guests"- arrived they .Were told 
they had 48 hours to prepare to ' 
tell the world.. ' 

' Did it pan out just as pfcmn«3? .. 
“There , was - a lot' of Concern 

- mskteGnmness that we were sit 
ting around while there was this 
huge deal to' be done.' We. sat 
there, calm, with all the work 
done and people kept saying *why 
aren’t we doing, anything? Have 
we done enough? Sboulcbrt we be 
doing more?”* he says. ' r ' • 

The reaction from. GrandMet’s 
advisers was refreshing. “The dif- 
ficulty was. how do ybu explain 
to the other* side you h^ve a 
building full of document^ ready 
to go? But GrandMet accepted, 
the work we'd done.- 'Wer said: 
■•‘Why not kick off iwitbVthjpse • 
drafts?' and they said: 'Cheat, 

- that'll save us weeks.’ " ■ 5 

Mr Mildwaters says European 
and US regulators befcaveiimich 
as expected: The only red- sur- 
prise was the concept of ^portfo- 
lio power" raised by -the" Euro- 
pean Commission in relation to 
Greece. “Greece was always 
going to be a problem as wa had 
significant brand concentration 
there, but the concept oTpcctfalia 
power was r new to us aid- we 
hadn't anticipated it." ■ . v 

He says they ended tp in 
Europe largely where they espec- 
ted, except in Ireland wherethey 
had not foreseen that they- vould 
have to relinquish so much fistri- 
bution power. In the US, toi£ the 
result , was much as expected. 
Losing Dewar’s, the preolum . 
Scotch whisky, was “wtthtrthe 
range of options we'd identifed", 
he says. •••••-:- 

“Ron Rolfe [Cravath] hachoor- 
rectly picked it as a candfede 
[for divestment] back in TSMBnt 
there was another step ne ikd 
have been prepared to. .lake . 
before the dead collapsed. -Stpre 
ended up in the US slightly beer 
than our worst -analysis: Wa ; it 
[losing Dewar's] a surprise ito 
GrandMet? I don't know.’ ? . 

Was it an expensive way. b do 
a deal? “Yes and no. '-It- ts; 
expensive when nothing was 1 ip- - 
pening. but once the button, a s 
pushed it was very cheap. Inst id 
of lots of people scrabbl ig 
around doing work which may sr ; . 
may. not be required, it’s 11 
there. Plus, you’ve got altvAe' 
data for tbe company to use k- 
future. .1-’ 

“The message about thelvjrtuL 
law firm is: think about it It injp. 
not be right for all deals. A lot ft 
law firms found it very hard the,, 
they weren't at the table.” ' ■ '/■' 


BUSINESS OPPORTUNITIES 


READERS ARE RECOMMENDED TO SEEK APPRORHATE PROFESSIONAL ADVICE BEFORE ENTERMG INTO COMMfTMBCTS 


CASH IN ON 

£ 20 , 000 . 


INDEPENDENT STOCKBROKER 


We sell Personal Numbers via tele-sales teams. 
Our numbers spell company names that never 
need change. Good for business and easy to 
sell. We have a proven strike rate via the teams 
in operation today. 


SEA ReguLuod. Member of London Stock. Exchange and ISMA is seeking 
corporate relationship to increase capital and develop existing and new 
business. 

Company would also be interested la engaging Iran tribunal Fixed Income 
and Equity Soles people able to mvest modest long term capital lor the Future 
development of the firm. 

All candidates most possess current SEA general representative authorisation. 
Please reply to: 

Box B5629. Financial limes. 

One Southwark Bridge, London 5E1 9HL 



(Recruitment Industry) 


We are an ambitious £40m 


Company, operating In the 
Industrial, Engineering. IT and 


Office Services Markets from 


We want to join in with 5 more experienced 
tele-sales operators to expand our retail 
activity. 

We have £20,000 of stock to invest in 
your success. Training and support is also 
available to help you make extra profit. 

If you want to join us call Jamie Lee now on 


REVOLUnONARY PATENTED COMPUTER 


30 UK locations, primarily in 
the North. We are keen to have 


AGAINST PIRACY, HACKERS AND 


07000 70 70 70 . 


the personal 

FSIUIVIBER COMPANY PLC 


Successfully test-marketed ami 

READY FOR GLOBAL EXPLOITATION. 

Mega-Million profit potential. 
Enquiries invited from major 
financial players re: licensing. 
Phnopals only need respond, 


uuMbe/u, fon, good* buAineu 


Tel: 0 i <S ! 671 ^656 
Fax: 018 f 67 i 81.55 


For 

Mergers and Acquisitions 
In 

Global Transport 


serious merger discussions with 
contract hire companies operating 
in one of our existing markets. 


Our objective with potential 
mergers will be to benefit from 


Cren&ncy, Ro/atamr 
Mofn&MddOm 


shared centralised overheads 


Jim Cleary 

Triangle Management Service. Lid 
10 Pom Rood. BucMtdirkJ 
Buck* HPV 2LH.UK 
Tel: +44ifi) I494 67MMI 
Fax: +44 iOi 1494 678883 


and possible reduction In 
Management Costs which could 
bring forward our flotation plans. 


No litne-wasters pteasel 


CAPITAL GAINS 


TAX DUE 


JANUARY 1998? 

NO NEED TO PAY! 


ASPIRING 

MILLIONAIRES 


Call and Listen. 


Not MLM or franchising. 


Call 0800 542 1220 


Quoted Company’ 


seeks investment 


oportunicy or reverse. 
Up to £5 million available. 
Principals only. 


FUNDING AVAILABLE UP TO 75% 


Write to-. Box B5631. 
Financial Times. 
One Southwark Bridge, 
Landau SEI 9HL 


Write to: Box ES636, 
Financial Times, 
One Southwark Bridge, 
London SEI 9HL 


HELP 

Frustrated? (I am) 


A Progressive, Understanding and Positive Bank 


Frustrated, knowledgeable, amWtfous and unity fed up Managing Director of an ISO Accredited, very progressive aoi 
quality conscious heavy Industrial Electrical and Insmunenurioo contracting Company with a ament 12 moNh projected - 
turnover in excess of £6 mil Iran sod employing 175 people URGENTLY seeks a supporting Bank- A Bank that is modem 
and progressive in its thinking, is IXX negative, who understands tbe industry, who assists when needed, and is passive in its 
support and can work as a team in a Quality Partner sh ip matinee 

A Bank Him hw vision, is ^worove and positive and knows how to provide support without weakness and has a good 
business taoe and the foresight and vision of Richaid Biaroon/Matgarei Thatcher type person. A Bank that can n-r*ipik» 
and encourage potential and help to achieve success rather than generate negative attitudes and fear of failure, iaj 
URGENTLY required. 

□espies overcoming many probienu during the recession, this Direaoc his management team and the Company comb in e" : 
into one of the best and mosi progressive contracting Companies within the United Kingdom. - \ 

Currently, the majority of high street Bonks fail lo provide the correct level of support to companies lie ourselves and have 
lost their drive iiod direction and generally lack initiative and imenat and if there are any knaestai Banks within die United 
Kingdom who are nor static in thdr support, are progressive and do know how to support, give commhmera and recognise 
Potential and encourage Success, then I would welcome to learn of their existence and interest. PLEASE. 


Write to: Box R562Q, Financial Tunes, 
One Southwark Bridge, Loudon SEl 9HL 


Access Screened Investment Opportunities 


OFFSHORE 


COMPANIES 


TRUSTS 


2ND PASSPORTS 


If you have gains in excess 
of £1 million call 


25% RETURN ON INVESTMENT 


An individual investor, or 


P Ramsey on 01753 539994 

for a free consultation 


private company with £350.000 
capital to invest, offered a 
50% secured stake in a property 
based company, providing 


on investment return 


KNOCKERS 


nfe dan ( want you to knock on doors, after oM you shouldn't 
have to. Our market is growing fast. We need you lo join 
as an authorised theater setting personal numbers. Our Cash- 
back Launch packages * mean that you could receive g fl of 
your initial investment back from us during your first quarter. 
Couple that with our dealer tr a ining and support pro- 
gramme, our new AIR MILES awards scheme and access to 
the wealth of experience you would expect from the market 
leader, youH soon be on track to big profits. 


Call Ivan Mee on 07000 654321. 


‘Packages avoUabfts from 

£1000 up to £4000 plus VAT. 


PERSONAL 


NUMBER- 


In atiMiatian with Vadatana 


of 257- per annum. 


Telephone Mr Duifin 
on 01920 438485 or 
fax 01920 438506 


WANTED! 

Ambitious people 
with leadership skills 
International proposition 
Six/seven figure potential 
Not MLM or Franchise 
0181 2364173 


far fwduor md immafour smtt tonun: 

Fryman Zia, Dhrreurr 
INTERNATIONAL COMPANY 


SERVICES (UK) LIMITED 
Stand brook House, 2 - 5 OW Bond Sl. 
London, W1X 3TB. 

Tel: +44 171 493 4244 
Fax: +44 171 491 0605 

E-Mail, uk-into@icsl.com 
http //www. rcsl.com 


Included in Dec Report £ 
hnentei Investment Services 250k 
Lupin Beau Pasta 1 00k 

Professional Cleaners 600k 
Ekctro-magnetic Suspension 250k 
'fttwswortd Couriers IClOk 
Interact Publishing Services 250k 
Explosion-proof Electronics UOk 
Telecom Services FFr4.5in 
Tuscan Holiday Villas 300k 
Internet Retailer 250k 


Included in Jan Report £ 

Virtual Conferencing 500k* 

Specialist Coatings 250b 

New Mitring Tool 10% 

Remotely Updateable CMOMs 200b 

Crodi (markets Database 400ki 

Video Dispensers 400fci 

Hovercraft Service 5.0a 

Internet Services Provider 55k 
Health check Software 450b 

Prestige & Sports Cars 425k 


♦SUB 


Sandwiches and Salads 1 
The World's #1 Submarine 
Sandwich Franchise* 
•Low Start-Up Costs 
•Simple Operation 

•Over 12,700 Restaurants . .J 
ta 59 Countries 


Pud details available through TRIAL SUBSCRIPTION 
Access a regular flow of screened businesses seeking equity capital 
VCR reviews business plans & meets the entrepreneurs concerned 
/ Presenting to VCR subscribers in London, 15 January 




AWARD-WINNING 

TECFLEC-APPROVED 

COMPANY 

sole supplier to large, researched, 
proven niche market, 
seeks 

established NRS and/or 
mobility /disability aid supplier 
for jonu venture to develop 
substantia] sales UK/EaropcAJ5A. 

Replies: Bax E543)L F lnnnriflt Tfofle*. 
Ow SombwmiV Bridge. Lenka SCI *HL 


Channel Islands 

FiA OOshoro Incorporation & 
ASminfctraJton. 

Trust Eaabkshment. Payroll Systems / 
Assistance with management at 
Barking Facto as (or Ej-Patrimss. 
For details & appointment write: 
Cray Tnrat Limited, aid Floor, 

3« David Puce. St Heiior. 

Jersey JE24TE 

Tel- 01 S34 87B774 Fa*: D1 534 35401 
E.MallsroytrsvBitlJiei 
ItttD ihnrm oflsnore ( 0 fsey.com 


investors with v*don, courage arxt 
pa&ence rei»4red fc* equity parDdpanan 
In venture capital company and 
evaluated opportunities. Write to Bov 
B5633. Financial Times, One Southwark 
Bridge. London SEI 9tfl_ 


Venture Capital Report 01865 784411 


FRANCHISING 


SAVE ON 
INTERNATIONAL 
PHONE CALLS 




PROJECT AND COMMERCIAL 

funding available to UK and international clients. 
Anglo American Group Pic. 

Tel: 91924 201 365 Fte; 0IB24 201 377 


Toy and educational gemas 
company seeks Investor/buyer. 
Expanding database In excess 
of .30000 wtn ncr e qang sales. 



Box No B564 1 . financial Time*, 

One 5nnh>ai& Bndjx. London SEI 9HL 


For Sale 

WINNER OF NINE RACES 

For Further details 

Tel: 01488 648912 


• NgM SMfteNngfRMr 
Optic UnM 

■4r* T and Other Hetworfc a 
-Us« (ram Hqom. Office, 
HcMm, Crt Pnoraw 
• 24 Hou- Customer Sorvioa 
Calnmefar New LowRstoal 

Tel: 1 .206.284.8600 

Fax: 1.206J270.0009 

Lift** open 24 hours! 


NEW PROVEN FRANCHISE 

Producing £1 ,000,000 sales in the first year 
Total investment £170K • Low rental premises 
.^■rT TV l j ■_T T I 'Si • Weekend trading only 
(Lvj W' ■? £ . * Training and support 

;!v i-^J Call David Hoskins now on 

DISCOUNT^ WAREHOUSE 01623 428107 


For Franchise aid Development 
Information 

CaH the U.SJL Headquarters 
1-203-877-4281 - t': 
fax: 1-203*78-8688 . : - 

Write: 325 Blc Drive w> - . : 
Milford, CT 06460 IL&A. r 
e-maB: franchiseGsiifawaydtoa 
htlpdtefwwjMtfwayxora- - . 

IMgnSSuwb: . 


BUSINESSES 
FOR SALE 


OFFICE EQUIPMENT 


fallback 


Appear in the ftnanofel Time 
every Tueede* Friday***.; 


We hove - direct from the manufacturer - new high quality executive and 
system ranges - conference and receptions. Large choice of veneera. 

metamina and/or laminate flntehes - - 


Saturday. 

Pat further btfonaatioa, . 


or to advertise ta-tMa •action. 


Umton Showroom tor viewing: 69-73 Theobaitfs Road, London WCIX 
Ful camcad and planning services 


pte aee contact 
Marfoo Waddettarit- 


♦44 01718734874 


UHEADURO LTD To!; 0171-831 G&7S 
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'»■;' analetto immortal- 
• M '—''bed- '.the'. panoramic 

■: . : riverscape from the 

W . ' J .great tenraoe of Som- 
i* erect House - views 
which . take- in Westminster 
Abbey to -the west and st Paul's 
and the myriad spires of the city, 
churches to the east. But who in 
living memory has ever sue-, 
ceeded in promenading in their 
finery.. or even their jeans, across 
the once, fashionable terrace of 
London's most palatial office 
building? 

Baaing the way are the secu- 
rity men from the. Inland Reve- 
nue,., which has its offices here. 
The grand; open oratrai court- 
yard, the heart of Sir William 
Chambers' design, is ignomlni- 
cmsly used as a car park. Some- 
how* eventhe arrival of the glori- 
ous collections of the Couxtauld 
Institute into the north wing cm 
the Strand in 1990, inhabiting the 
elegant spaces originally created 
for the Royal Academy of Arts, 
failed " to: lift the institutional 
gloom shrouding the place. 

Soon, however, the cars and 
the gloom - but not all the civil 
servants - are to be banished for 
good. In. November, the govern- 
ment handed over the lease of 

the -whole building to Somerset 
House' .Ltd, a charity established 
to restore, conserve , and find 
appropriate new uses for the his- 
toric buildings (the south wing, 
in the first instance) aod to estab- 
lish Somerset -House as a major 
public amenity, combining art 
collections, open-air concerts, in 
the great court and, say, a restau- 
rant and. cate on the terrace. 
Somerset House will be opened 
up to become a thoroughfare 
once more, helping to link 
Bloomsbury, Covent Garden and 
theatre-land to the north with -the 
South Bank, probably by way of 
a footbridge. 

The catalyst for the launch of 
the project was the unexpected 
gift to the British nation by an 84 
year-old English -bom American 
citizen, Arthur Gilbert, of his out- 
standing collections of English 
and continental silver, gold 
boxes, micro-mosaics and pietra 
dure, previously : on loan to the 
Los Angeles County Museum and 
valued at around £75m - a gift 
dependent on the' government 
providing a suitable venue for 
their display. 

Lord Rothschild, as r-hairman 
of .the Heritage Lottery Fund, 
moved swiftly to secure the col- 
lection by way of a £l8j>m grant 
awarded by the fund’s trustees 
for the installation-; of the collec- 
tion in the ifrarn g ti q ftf ranaman 
vaulted chambers beneath the 
terrace. A further .£i0m was 
awarded to- the newly assembled 
Somerset House Trust to part 
fund the development, of the 
north wing. Little did Gilbert 
realise that along with his works 
of art. he was also providing the 
key to unlock the nastiest of pal- 
ace doors. - . - • • 

Whettxng our appetite for what 
we are to find when the doors on 
the Gilbert Collection open at the 
end of 1999 or early 3000, is a 
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The King of China after the Hunt 1 : scene from a Beauvais Tapestry, part of the Luton Hoo collection currently on show at Christie’s 

Gifts pavilioned in splendour 

Susan Moore on three collections which should follow the Courtauld into Somerset House 


choice group of some 40 pieces on 
show at Christie's as the first 
stop on a national tour. Heritage 
Regained Silver from the Gilbert 
Collection focuses on examples of, 
predominantly, -English silver 
and silver-gilt which have 
English provenances, many of 
which were only allowed to leave 
the country when it proved 
impossible to raise the hinds to 
keep them here. 

The display is spectacular wit- 
ness to .Gilbert's preference for 
the flamboyant and the monu- 
mental. Many of the exhibits, 
most notably the magnificent hel- 
met-shaped silver ewer and mas- 
sive dish with the mark of Paul 
de Lamerle 17442-43, is best 
described as sculpture in silver. 
These bravura, pieces are richly 
ornamented with cast and chased 
gods and jnitti, shells, scrolls and 
flowers in elaborate rococo sur- 
rounds. 


Among the earliest pieces is 
the refined Elizabethan silver-gilt 
and rock-crystal cup and cover 
given by the Duke of Wellington 
to his god-daughter, and a pleas- 
ing double cup made in Nurem- 
berg around 1600 and formerly in 
the collection of the Earls Spen- 
cer. One of the latest, Is the sub- 
stantial silver-gilt monteith, or 
wine-glass cooler, of 1820-21 sup- 
plied to the Duke of York and 
decorated with vivid Roman bat- 
tle scenes. In all. the collection, 
which is particularly strong in 
English rococo and Regency sil- 
ver, is as exalted in quality and 
as encyclopaedic in range as any 
in the world. 

The Christie’s show is a cele- 
bration of the Gilbert gift It also 
serves up an implicit plea for 
installing two other world-class 
collections above it in the south 
wing, after the Lord Chancellor’s 
department moves out in May. 


Here, too, is another exceptional 
pot pourri of treasures, drawn 
from the now homeless Wember 
Collection, formed in Victorian 
London and until recently 
boused at Luton Hoo. 

Amassed by diamond barou Sir 
Julius Wemher. it is a remark- 
able - and remarkably intact - 
collection of Old Master paint- 
ings and works of art, embracing 
medieval ivories and Limoges 
enamels. Renaissance bronzes, 
goldsmiths' work and maiolica. 
and French 18th-century decora- 
tive arts. It is hard to imagine a 
group of objects more comple- 
mentary to those destined for, 
and. already at, Somerset House, 
or more appropriate to the scale 
of these interiors. 

The third contender for space 
is the Courtauld itself. In the 
north wing there is room to dis- 
play only 190 out of its 530 paint- 
ings, and almost none of its Old 


Master drawings and works of 
art. This show focuses on its 
18th-century British holdings (the 
galleries are currently closed 
until the autumn for the installa- 
tion of new air-conditioning, a 
project again part funded by the 
lottery). The ideal candidates for 
the south wing, however, are the 
works of art acquired notably 
through the bequest of another 
19th-century collection, that of 
Thomas Gambier Parry. This, 
too. Includes Italian primitives, 
ivories, enamels, maiolica and 
glass. Lining the walls would be 
the masterpieces of Impressionist 
and post-impressionist art that 
formed part of the original Cour- 
ts uld bequest and which sit 
rather unhappily on the grand 
18th-century panelled rooms of 
the north wing. 

U is. in principal, the wish of 
Somerset House Ltd and the 
trustees of the Luton Hoo Chari- 


S Oppressed libidos aplenty 
feature in the year's first 
batch of shows at Glas- 
gow's Citizens Theatre, be 
they rrth-centnry plays, Victo- 
rian or lodged in present-day 
NW3. . 

No pun Is intended in saying 
that Robert David MacDonald’s 
production of his own- play. The 
Ice House, in the theatre's Stalls 
Studio, never catches light The 
building of the title - a pyrami- 
dal structure glimpsed from the 
window of the plush apartment 
In which the action takes place - 
at once symbolises the froideur in 
the lives of unsympathetic art 
historian Bryan (Derwent Wat- 
son) and his wife Helier (Andrea 
Hart with -a Dietrich accent), and 
stands for the strango and exotic 
which, lies -Qtrtwith their normal 
bounds/...'. 

-New secretary Rod (Henry Ian 


Theatre/Ian Shuttleworth 


Cold, corrupt and capricious 


Cusick. his penetrating gaze 
accentuated by brazenly applied 
kohl) .occupies a status some- 
where between those of Orton’s 
Mr Sldane and Dennis Potter’s 
devilish Martin: he tempts, 
humiliates and provokes husband 
and wife alike, until they coldly 
show how well they have learned 
his lessons. Ideas are bandied 
about concerning the aesthetics 
of both art and life, but the piece 
feels more like a dramatic 
five-finger exercise than a play. 

Upstairs, Jon Pope revisits his 
1988 adaptation for the late, 
lamented Shadow Syndicate of 
Henry James’s The Turn Of The 


Screw. The unsaid, shadowy ele- 
ments of the haunting of young 
Miles and Flora, and of their gov- 
erness's response to it, are power- 
fully conveyed. However, despite 
alternating Edward Laurie and 
Lorna McDevitt on stage with a 
young boy and girl. Pope does 
not convey enough of the chil- 
dren's innocent charm to bring 
out the full horrific contrast with 
their corrupted state. Likewise, 
Lise Stevenson as the governess 
handles Victorian repression 
well but when it boils over sbe 
resorts too often to a half-gasp, 
half-shriek. Nevertheless, the 
Syndicate's former trademarks of 


nagging, intimate disquiet are 
still present in sufficient force to 
make this a more than worth- 
while hour and a half. 

After putting Rupert Everett 
into a frock at Hammersmith last 
autumn, Philip Prowse now does 
the same for David Foxxe in a 
minor role as a bustling nurse in 
his production of Vanbrugh's The 
Relapse, or Virtue In Danger 
(Prowse uses the full title). A co- 
production with Thelma Holt, 
and bound after this run for a 
national tour, the show boasts a 
generous crop of prominent 
names: thus, Greg Hicks forsakes 
marital bliss with Yolanda Vaz- 


quez (who is herself wooed by 
Simon Dutton) for dalliance with 
Trevyn McDowell, whilst Bene- 
dick Bates enlists the aid of Mur- 
ray Melvin to cheat Jack KJaff 
out of a wealthy bride. 

The tone, as often with Prowse, 
veers from breathless magnifi- 
cence to raucous panto: on the 
one hand, Hicks and McDowell 
conduct a wonderful courtship of 
silent glances, whilst on the 
other, the rural worthies about to 
be cozened by Bates seem like 
the Restoration forebears or the 
rednecks from the movie Deliver- 
ance, only without the banjo 
skills. Jack Klaff is the only actor 
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Berlin Philharmonic Orchestra: 
conducted by Nikolaus 
Harnoncourt in works by 
Beethoven; Jan 16, 17, 18 

DANCE, 

Deutsche Oper 

Tel: 4&30-34384-01 " 

Deutsche Oper Ballet: Rosalinda, 
choreographed by Ronald Hynd 
to music by J. Strauss; Jan 15 

■ CHICAGO 

OPERA 

Lyric Opera of Chicago 

Tel: 7-312-332 2244 
: www. tyncop&ra. org - 
Amistad: Anthony; Davis's new ' 
work aboilft tfie‘1 9fh century ; ’ 
arrti-stevfiiy campaign. Dennis 
.Russell Davies conducts a 
production by George C. Woolfs; 
Jah-.15 . /. .’ 


m u>m on ; : 

• cofccerrs' 

Queen Efizabeth Hall 

Tb£ 44^171-928 3800 ; • •: .- 

London Sintoiietta: Bliott Carter-’ 
[ at' 90. Oliver Knussen conducts a 
programme. of works by Carter, ■ 
Lndudihg the Uttpraniere erf hfe. 
Clarinet Concerto, with soloist 
"Michael 'Coffins;- jwi.T9 

; DANCE ; • •; '• 

Royal Festival HaB-' ^ 1 ■ 

' Tel:^4-171-928880q ' ' . 
Thefibyal Ballet. C&iderelto; Jan . 
13, ft; p, te, c i7 •; ■ : . 

EXHIBITIONS 

^NationalSaBery;. 

rTei;44‘tTlr8$8 332t : , 

. Rarognismg Van Eyck: brining 


together several rare works by 
the 15th century Netherlandish 
master alongside other works; 
from Jan 14 to Mar 15 

Tate Gallery 

Tel: 44-171-887 8000 

The Turner Prize 1997: display of 

works by each of the nominees 

on this year’s all-woman shortlist; 

ends on Sunday 

Victoria and Albert Museum 
Teh 44-171-938 8500 
Carl and Karin Larssorr. Creators 
of the Swedish Style. Recreates 
fiye rooms of the famous house 
at Sundbom, and examines Hs 
'extraordinary impact on toe 
.interior design. of our century; 
ends on Sunday 

OPERA 

Shaftesbury Theatre 
. Tel: 44-177-379 5399 
The Royal Opera: Le nozza di 
Figaro, by. Mozart Conducted by 
Charles Mackerras; with designs 
^by peter Pabst; 'Jan 19 . - 

■ LOS ANGELES 

.OPERA . 

• L.-Ai Opera, Dorothy Chandler 
Pavilion 

Tek 1-273-972 8001 
; www.laopera.org 
Salome; by ft Strauss. Revival of 
Sir Peter HafTs celebrated 
production. Conducted by 
Riclwd Hickox, with Hildegard 
Bdirwstn thetttie role; 

Jan 15, 18 


■ MADRID 

EXHIBITIONS 


Fundacld la Caixa" 

Tel: 34-1-435 4833 

1898, Fin de Siede Spain: Daily 

Life. Historical exhibition 

designed to reconstruct a picture 

of life in Spain at the end of the 

last century; from Jan 13 to Mar 

29 

■ MILAN 

OPERA 

Teatro aUa Scala 
Tel: 39-2-88791 
II Cappello di Paglla di Firenze: 
by Rota. Conducted by Bruno 
Campanelta in a staging by Pier 
Luigi Fjzd; Jan 15, 16, 17 

■ MUNICH 

EXHIBITIONS 
Haus der Kunst 

• Ellsworth Kelly: retro s pective 
of the American abstract painter 
and sculptor, b. 1923, now in his 
70s and one of the most 
dstirtguished living artists; ends 
on Sunday 

• Julian Sanmento: display of 
recent works by the Portuguese 
painter; ends on Sunday 

■ NEW YORK 

DANCE 

New York City Ballet, New 
York State Theater 

Tel: 1-212-870 5570 
Jewels: by Balanchine, to musk: 
by Faure, Stravinsky and 
Tchaikovsky, Jan 14, 17 

EXHIBITIONS 

Whitney Museum of American 
Art 

Tel: 1-212-3272801 


• The Warhol Look/Glamour 
Style Fashion: major 
retrospective of around 500 
works of art, following Warhol's 
career from the 1940s to the 
1980s, and also including works 
by his contemporaries; ends on 
Sunday 

• Fashion and Film: running 
concurrently with the Warhol 
show, this film and video series 
traces the relationship between 
the two industries, from eariy 
fashion newsreels and the studio 
designers of the 1930s to the 
present; ends on Sunday 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Tel: 1-212-362 6000 
www.metopera.org 

• Capriccio: by R. Strauss. New 
production by John Cox. with 
sets by Mauro Pagano; Jan 16 

• La Cenerentola: by Rossini. 
New production conducted by 
James Levine in a staging by 
Cesare Uevi, with designs by 
Maurlzio Balo; Jan 15 

• The Rake’s Progress: by 
Stravinsky. New production by 
Jonathan Miller, conducted by 
James Levine. Cast includes 
Dawn Upshaw and Samuel 
Ramey; Jan 13, 17 

■ PARIS 

CONCERTS 

Theatre des Champs Elys4es 

Tel: 33-1-4952 5050 
Vienna Philharmonic Or c h es t ra : 
conducted by Lorin Maazel in 
works by Schubert, Maazel and 
Ravel. With flute soloist Wolfgang 
Schulz; Jan 14 


table Foundation (London Uni- 
versity. custodians of the Cour- 
tauld Galleries, has yet to 
express a view) to establish the 
Weraher and Courtauld collec- 
tions in the south wing of this 
river-side palace. 

What is lacking is the funds to 
realise the project. A further lot- 
tery application will be made but 
the begging bow] may well be 
rattled in vain, given that the 
fund has already given more, in 
various ways, to Somerset House 
than to any other project. Could 
another modern-day Maecenas 
please step forward? 

Somerset House : the Gilbert, Cour- 
tauld and Wemher Collections 
continues at Christie's, 8 King 
Street, London SWi, until Febru- 
ary 3. The Gilbert Collection 
travels on to Glasgow, Manches- 
ter, York. Birmingham. Leeds 
and Cardiff. 


I have ever heard able to forge a 
coherent delivery out of all those 
affectedly mutated period vowels, 
so that the word “Lard!” comes 
to seem a quite plausible exple- 
tive. McDowell peddles a marvel- 
lous line in lasciviously sarcastic 
delivery, and Melvin leaves no 
doubt as to which side his rad- 
dled old matchmaker dresses on. 
so to speak. 

Vanbrugh clearly loses the 
remotest interest in even making 
a feeble show of resolving what Is 
supposedly his major plot strand; 
however, Prowse's directorial 
boisterousness does its best to 
disguise the rudderlessness of the 
final phase, and makes the most 
of the outrageous possibilities 
afforded elsewhere in the play. 

All shows at the Citizens Thea- 
tre, Glasgow, until January 31 
<0141 429 0022). 


EXHIBITIONS 
Musde Camavalet 

Tel: 33-1-4272 2112 
Paris and the Parisians in the 
time of Louis IV: more than 300 
engravings, which together 
create a vivid impression of 17th 
century Paris; ends on Sunday 

Musde du Louvre 
Tel: 33-1-4020 5151 
www.louvre.fr 

Pajou, sculpteur du Roi: first 
retrospective devoted to works 
by the French sculptor 
(1730-1809), successful in the 
French Royal Academy of 
Painting and Sculpture and a 
favourite of Louis XV and Louis 
XVI; to Jan 19 


■ SAN 
FRANCISCO 

OPERA 

San Francisco Opera, War 
Memorial Opera House 

Tel: 1-415-864 3330 

www^fopera.corn 

• Le Nazze de Figaro: by 
Mozart. Conducted by Ivor 
Bolton in a staging by Graziella 
Sciutti; Jan 14. 17 

• Tosca: by Puccini. Conducted 
by Maurizio Barbacini in a 
staging by Lotfi Mansouri. 
Georgina Lukacs sings the title 
role; Jan 13, 16, 18 

■ VIENNA 

EXHIBITIONS 
Jfidisches Museum 
Tel: 43-1-535 0431 
www.jmw.at 

Max Liebermann: selection of 


Concert 

Haitink 
bonds 
with the 
LS0 


B ernard Haitink is such 
an established figure in 
British musical life that 
it came as a surprise to 
discover that Sunday 's Barbican 
concert was his debut with the 
London Symphony Orchestra. 
The two reacted like a pair of old 
romantics on a first date - 
instant affection and mutual 
respect, with the promise of 
deepening friendship. The LSO's 
management is certainly 
banking on it: in addition to two 
further concerts this week 
(tomorrow and Thursday), 
Haitink has been booked for a 
Mozart/Straoss series in June 
and a tour to Munich and 
Vienna. 

Given the proven qualities on 
either side, this first programme 
- pairing Haydn's Symphony No. 
86 with Bruckner's Seventh - 
aroused great expectations, most 
of which were met. The LSO 
brought dashing elan to the 
Haydn, muscle and tonal 
refinement to the Bruckner. 
Haitink’s conducting was 
discreet, patient, sincere. In 
terms of structure and balance, 
each symphony was flawlessly 
laid out There was more than a 
suspicion, however, that the 
Haitink/LSO partnership is 
civilised to a fault. This first 
date was respectable, not to say 
highly enjoyable, bnt it was not 
an artistic coup de foudre. 


T hat may be in the nature 
of Haitink’s Apollonian 
personality: instead of 
Dionysian intensity, he 
offers form and content in 
perfect proportion - an 
important quality in two such 
classical symphonies. But jnst as 
it guarantees an absence of 
vulgarity, it also suggests a 
reluctance to dig into the guts of 
the music. That was the 
impression left by the Haydn, 
one of his big-boned Paris 
symphonies. The performance 
emphasised its Elysian spirit its 
pleasing shapeliness - but it was 
all a mite too benign: there were 
no middle voices, no shakes or 
shocks, no burning fire. 

The Haydn turned out to be a 
dry ran for Bruckner's Seventh, 
long recognised as a key 
work in Haitink’s interpretative 
armoury. Observing Ms 
command of tempo and 
architecture at first hand offered 
special pleasure, partly because 
his gestures are so gently 
purposeful. There was much to 
admire In the serene singing 
lines of the first movement in 
the tapering of sound in the coda 
of the second, in the rhythmic 
consistency of the Scherzo and 
the glowing restraint of the 
brass in the finale. 

Despite some signs of failing 
concentration towards the end, 
the LSO re-stated its claim to be 
a Bruckner orchestra on a par 
with its finest continental 
counterparts. I could not help 
feeling, however, that it had all 
been too even-tempered - 
particularly at the heart of the 
Adagio, where Haitink’s 
unflinching legato denied the 
welling tide of strings its 
monumental impact Only once 
did the heavens open, at the 
blazing climax to the movement 
- a brief glimpse of the musical 
paradise to which every 
performance of this work 


Andrew Clark 


paintings by the German 
impressionist dating from the 
period 1900-1918, during which 
the Jewish haute bourgeoisie 
flourished. The display also 
includes French paintings 
collected by Liebermann; ends 
on Sunday 


■ ZURICH 

EXHIBITIONS 

Kunsthaus Zurich 
Tek 41-1-251 6765 
Arnold Bocklin, Giorgio de 
Chirico, Max Ernst Voyage into 
the Unknown, comprising 130 
paintings, collages and sketches; 
ends on Sunday 

■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN international 
Monday to Friday, GMT: 

0&30: Moneyline with Lou Dobbs 
1&30: Business Asia 
19.30: World Business Today 

• Busmess/Market Reports: 
05:07; 06:07; 07:07; 08:20; 09:20; 
10:20; 11:20; 11:32: 12:20; 13:20; 
14-50. 

At 08:20 Mark Gay of FTTV 
reports live from LJFFE as the 
London market opens. 
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Martin Wolf 


A radical route to work 

To put everyone to work and break the dependence on welfare, the UK 
government should consider the introduction of wage subsidies 


G ordon Brown 
believes in the vir- 
tues of honest 
toil. Work is not 
just good in itselfi it is also 
the means to alleviate the 
plight of the socially 
excluded - or so the UK 
chancellor hopes. But how 
far it is passible to solve the 
country’s most intractable 
social problems by putting 
everyone to work? The 
answer is that such an 
achievement would be a big 
help - but only if the gov- 
ernment is prepared to 
think more radically than it 
has done so far about 
changes in the labour mar- 
ket and the disincentives to 
work that the tax and bene- 
fits system imposes. 

To understand why. begin 
with New Labour’s own 
starting point: that able- 
bodied (and able- minded) 
adults should maintain 
themselves by their own 
efforts rather than by a 
compulsory levy on the toO 
of others (that is, through 
taxes). Many will share this 
view. The trouble is that 
however right the principle 
may be, in fact income from 
employment no longer pro- 
vides an independent liveli- 
hood for all adults. This is 
because of basic, linked 
changes in work, welfare 
and the family. 

Even though the UK's 
ratio of employment to the 
working age population, at 
70 per cent, is higher than 
in the European Union as a 
whole (only 60 per cent), 
many people of working age 
are still unable to support 
themselves. One explana- 
tion is that unemployment 
is almost twice as high as it 
was 20 years ago. when the 
economy was at a similar 
stage of the economic cycle. 
As the UK Treasury noted 
in an ill umi nating paper 
last November, this rise in 
unemployment “is largely 
explained by increases in 
the duration of unemploy- 
ment, rather than the num- 
bers who become unem- 
ployed"* 

In addition to persistently 


high unemployment - by 
postwar UK standards - 
there have been large 
increases in the variation 
among wages: between 1977 
and 1996 the top 10 per cent 
of male and female earners 
enjoyed an 80 per cent 
increase in real ear nin gs: 
over the same period, the 
lowest decile of men earned 
only 10 per cent more, 
though for women the rise 
was 35 per cent. 

Declining employment 
and earnings opportunities 
for unskilled men are the 
most important economic 
causes of the next problem 
facing the chancellor in his 
aim of getting everyone into 
work: the shift towards 
lone-parenthood. More than 
a fifth of all families with 
dependent children are now 
headed by a single parent 
But lone parents can be eco- 
nomically self-sufficient 
only if they earn enough to 
pay the market wage for 
childcare or ob tain adequate 
funds horn the absent par- 
ents. Only 40 per cent of 
lone parents work. Facing a 
dearth of good potential 
partners, most end up mar- 
ried to the state. 

Unhappily, the benefit 
system entices more than 
just lone parents into idle- 
ness or, at best, fitful 

Does work pay? 

How much better off are people in work than out of work?* 
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employment. In 1993, 20 per 
cent of British households 
had nobody working. That 
was a higher proportion 
than in France, Germany 
and the Netherlands, let 
alone the US; in 1995, a third 
of British children lived in 
famili es without a full-time 
employee. Although half the 
rise in workless households 
since 1988 has been due to 
the rise in single-person 
households, another part of 
the explanation is that the 
increase in female employ- 
ment occurred dispropor- 
tionately in households 
which already contain work- 
ing members. 

This strangely unequal 
distribution of work is 
explained by a system of 
benefits that rewards house- 
holds. rather than individu- 
als, and imposes high with- 
drawal rates when a 
member starts earning. The 
system not only discourages 
many from working: it also 
discourages them from earn- 
ing more. An indication of 
the impact on incentives is 
given in the chart People 
are better off if they work, 
but both lone parents and 
couples with children con- 
front long stretches In 
which additional effort 
brings virtually no reward. 

The bottom line is that 
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the interaction between 
changes in fh*» labour mar- 
ket and the structure of ben- 
efits traps many British 
adults in a life of unemploy- 
ment. fitful employment, 
low skill and petty cheating 
of the welfere system, with 
harmful consequences for 
them, their children and 
society. The question is 
what to do. The answer - 
much more easily said than 
done - is to raise incentives 
to work. 

Three things need to be 
done to achieve this: 
Improve the functioning of 
the overall economy to 
ensure that it operates at 
the fullest possible capacity 
before generating inflation; 
raise skill levels, particu- 
larly at the lower end of the 
fiWPfi distribution; and shift 
expenditure on welfare from 
supporting idleness to pro- 
moting employment. 

Against this standard, Mr 
Brown and his colleagues 
have not been doing too 
badly. Macroeconomic man- 
agement is sound. It was a 
mistak e to join the social 
chapter of the European 
Union, though with luck 
this will not be too serious; 
the minimum wage may 
prove a worse error, depend- 
ing on how it works. As for 
the New Deal for ypung 
people, it looks misdirected. 
Intended to provide jobs for 
250,000, the number of avail- 
able candidates is only 
about 120,000. The young 
are, in any case, not the 
heart of the problem. 

The challenge lies with 
the reform of the tax and 
benefit systems, on which a 
report is shortly to be pro- 
duced by Martin Taylor, 
chief executive of Barclays. 
The chancellor has put for- 
ward the idea of a working 
family tax credit in his pre- 
Budget report Yet the most 
direct assault is always the 
best. If the problem is low 
wages and inadequate 
incentives to work, the solu- 
tion must be wage subsidies. 

Edmund Phelps of Colum- 
bia University, the distin- 
guished labour economist. 


has outlined the logic of 
such a programme in a 
splendid book last year.' 
He offers a compelling argu- 
ment for a tapered subsidy 
to low-wage employment In 
the US. he argues, a subsidy 
starting at $3 (£1-90) an hour 
would cost about $2 bn. In 
the UK a similar prog ramme 
might cost about $20bn 
(£12. bn), much of which 
should substitute for other 
expenditures. 

The big advantages of 
wage subsidies are: first by- 
providing support to indi- 
viduals. the subsidy does 
not distort decisions on fam- 
ily ties; second, by going to 
employers it will be easier 
to police and is certain to be 
almost universally claimed: 
third, by raising the return 
to work, it should ma xim ise 
the incentive to seek (and 
offer) employment. 

Wage subsidies cannot 
cure all problems: families 
will still break down and 
people will still foil iff. Nor 
is it possible to impose 
lower marginal rates of sub- 
sidy withdrawal on those at 
the bottom Of the earning s 
heap without imposing 
higher marginal taxes on 
those further up the distri- 
bution. But, by raising 
returns from work, they 
offer a way out of the big- 
gest dil emma facing coun- 
tries: the choice between 
high unemployment and 
low . wages for the 
unskilled. 

Mr Brown, please note; 
wage subsidies are an idea 
whose time has come. 

*The Modernisation of 
Britain's Tax and Benefit 
System: Number One - 
Employment Opportunity in 
a Changing Labour Market 
(HM Treasury, November 
1997) 

** Edmund S. Phelps, 
Rewarding Work: How to 
Restore Participation and 
Self-Support to Free Enter- 
prise (Cambridge, Mass, and 
London: Harvard University 
Press, 1997) 
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Risks in manufacturing bearing 
brunt of anti-inflation medicine 


From Mr W.M. Robson. 

Sir. Your report “Quick, . 
quick, slow** (January 6) con- 
trasted the booming UK ser- ’ 
vices sector with a manufac- 
turing sector increasingly 
damaged by the of an . 
overvalued pound. It clearly 
illustrated the dilemma 
foced by the UK government 
and tire Rank of England's 
monetary policy committee. 

Although there are signs 
that the potential scale of 
this riaTTugnp is more widely 
recognised, UK economic 
policy still continues largely 
to be dictated by the cru- 
cially important, albeit lon- 
ger term goal of “no return 
to boom and bust”, but by 
using the blunt instrument 
of successive rises in interest 
rates. What is lacking is ah 
additional policy dimension 
which addresses the growing 
risks of a “hard landing" and 
deterioration in UK unem- 
ployment trends later this 
year. One policy option 
would be to tighten fiscal 
policy, thereby allowing 
some progressive relaxation 


of interest rates. 

It is not the inflation-prone , 
services sector hid. the UK's 
hard-pressed manufacturing 
sector, the UK sted. indus- 
try’s domestic customer 
hasp , that is bearing the 
brunt of the anti-inflation - 
medicine (high Interest rates, 
and the resulting strong 
pound); yet this" sector Is . 
itself exhibiting few signs of 
inflationary pressures. 

As 1998 progresses, and 
over the next couple of . 
years, economic poUcy mak- 
ers will surely come to 

regret that greater heed was 
not paid in time to the con- 
cerns of UK manufacturing. 

It does, after, all, employ 
more than 4m people - with 
a further 4m indirectly 
depend eit on It (many of 
whom work in the services 
sector) - and is responsible 
for nearly 65 per cent of 
Britain's exports. - 

It would indeed be ironic if 
one of the government’s flag- • 
ship policies to reduce youth 
unemployment, “The New 
Deal”, began to get the 


’ young unemployed info . 
work just as a large and : 
growing number of the cur- 
rent workforce find their ' 
jobs disappearing. 

The members df the UK 
. Steel Association - and their 
UK customers - look to the . 
UK’s economic pohcy advis- 
ees to address the mounting 
concerns arising from the 
overvalued pound, against 
the ERM'arirencies, particar- 
lady the' DrMiark^ speedily V 
and before irrevocable deci- 
sions are made affecting 
investment, capacity utilisa- 
tion and jobs during 1996.;. 

. The recent warning worts 
of Mr .Jack Swiith, chairman 
of General Motors, shoidd . 
also be ringing ominously in 
the government’s ears: he 
said: “The strength of ster- 
ling has now turned the UK 
into a high cost economy, for 
inward investments.” 

WJfl. Robson, 
president, 

UK Steel Association, 

5 Crom well R oad, 

London SW7 2HX. UK 


The sinister cloak of anonymity 


From Mr Martin Taylor. 

Sir, May I protest against 
an increasing tendency in 
your columns for institu- 
tional investors, already a 
comparatively cosseted 
class, to criticise company 
managements whilst remain- 
ing anonymous? 

Your piece, “Granada 


attacked over ‘grubby 
move' ”, (January 7), where 
that familiar figure, “a lead- 
ing investor who would not . 
be named”, sounds off at 
length, is just one example 
among many. Criticism is 
fine, and so is anonymity, 
but to mix them in this way 
is discourteous, cowardly 


and faintly sinister Which is 
why. despite being as bash- . 
ful as any leading investor. I 
am happy to sign myself . 7. . 

Martin Taylor, 
chief executive. 

Barclays, 

54 Lombard Street, 

London EC3P 3AH, UK 


Chocolate bar brands - the great survivors 


Prom Sir Dominic Cadbury. 

Sir, In view of the night- 
mares facing global brand 
bosses described by Lord 
Saatchl (“Battle for survival 
favours the simplest”, Janu- 
ary 5) and the end of the 
dominance of chocolate bars 
as “hunger satisfaction” per- 
haps by a “great chocolate 
scare” predicted by Saman- 


tha Zaft (Letters, January 9), 
may 1 suggest that the out- 
look for confectionery 
brands may not he quite so 
cataclysmic? 

Many have very long his- 
tories - Dairy M31k 93 years 
and Bourn ville 90 years. 
TJjat they have survived 
“emotional revolutions" and 
that UK confectionery sales 


grew a further 3 per cent in 
1997 is due to their delicious 
and nourishing qualities, as 
well as keeping their con- 
sumer appeal contemporary. 

Dominic Cadbury, 
chairman. 

Cadbury. Schweppes, 

25 Berkeley Square, 

London W1X 6HT, UK 


FT 


FINANCIAL TIMES 
Conferences 

THE 14TH ANNUAL FT LONDON MOTOR CONFERENCE 
The Changing Role of the Car 
16 February 1998, Hotel Inter-Continental London 


The oatJook far the car industry in Britain is once again under the spotlight as the government prepares to announce its 
plans for a more integrated transport policy and as urban congestion becomes a growing concent worldwide. This conference 
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• Market opportunities of intelligent transport technology 
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- The influence of monetary union on the pattern of vehicle 
manufacturing in Europe 

• The single market five years on - What it has achieved? 

* Market fragmentation and niche vehicles - reality or 
myth? 


Mr Christoph Huss 

Representative of the Board for Traffic and the Environment 
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Ms Betty B Thayer 
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Mr Chris Aylett 

Chief Executive 
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Shelter from the storm 



China should not 
have to devalue in 
response to 
currency turmoil 
in the rest of Asia 

With Asian 
currencies 
tumbling all 
around, China 
is virtually 
the only coun- 
try in the region not to have 
devalued. But will Beijing be 
able to maintain the value of 
the yuan? And even if it can, 
what will be the long-term 
impact of Asia's crisis on the 
Chinese economy? 

It has become common- 
place to blame Asia's cur- 
rency turmoil on China's 
devaluation in 1994. The 
argument is straightforward: 
Chinese exporters have been 
able to undercut rival manu- 
facturers in south-east Asia, 
weakening the economies of 
its rivals and rendering their 
exchange rate uncompeti- 
tive. It is true that China 
made a strong comeback in 
its export performance last 
year: in 1997 exports grew by 
an estimated 20 per cent, 
compared with growth of 
only l per cent in the previ- 
ous year. 

Similarly, it is now argued 
that the series of dramatic 
devaluations in the rest of 
Asia will automatically 
erode the price competitive- 
ness of Chinese exports. If 
China's external sector is 
not to suffer, and if its 
growth rate is to be main - 
tained, the argument goes, 
China will have no option 
but to devalue as well. 

The facts suggest a rather 
more complex picture. It is 
true that In 1994, China 
devalued Its currency from 
Yn5.7 to the dollar to Yn8.7, 
a depreciation of 52 per cent. 
This was done at time when 
most south-east Asian cur- 
rencies were pegged to the 
dollar. 

But the impact of the 
devaluation has been exag- 
gerated in two ways. First, 
China's cumulative inflation 
outstripped that of the US by 
about 40 per cent over the 
period 1994-96, which means 
the real exchange rate was 
appreciating while the nomi- 
nal one remain fixed. 

In addition, the managed 
nominal exchange rate has 
also gradually appreciated to 
its current level of Yn8.3. 


Thus, by the end of 1996, the 
yuan’s real devaluation 
against the dollar stood at 
only 6 per cent. In other 
words, China's leap in 
exports has not been the 
result of its supposed devalu- 
ation, but rather reflects an 
export push by Beijing. 

Second, China had a two- 
tier exchange rate before 
1904. While the official rate 
was sharply reduced against 
dollar, the rate at which 
most of its external trade 
was conducted remained 
more or less unchanged. 

But if the effect of China's 
1994 devaluation has been 
overplayed, what will be the 
impact on China's competi- 
tiveness of recent Asian 
devaluations? In the longer 
term, this will certainly 
translate into higher exports 
from China's neighbours, a 
fact that will- undoubtedly 
somewhat damage China's 
foreign trade position, either 
directly or indirectly. But, 
for several reasons. I do not 
believe China's exports will 
be badly dented. 

First, the direct impact of 
the current crisis is limited. 
Chinese exports destined to 
Thailand, Malaysia. Indon- 
esia, and the Philippines 
together accounted for only 
4 per cent of China's total 
exports in 1997. with a fur- 
ther 5 per cent going to 
South Korea. (Admittedly 
much of the competition 
between Chinese and south- 
east Asian exporters takes 
place in third markets, 
whether in Europe, the US 
or elsewhere.) 

Second, many south-east 
Aslan exporters rely heavily 
on imported inputs. The 
higher cost of these parts 
will be felt quicker than any 
subsequent rise in exports. 

China’s currency 
will be supported 
by strong capital 
inflows, a 
persistent trade 
surplus, and 
impressive 
productivity 
growth 


Exporters will also face a 
cash flow problem as a 
result of the surging cost of 
servicing their US dollar- 
deno initiated debts. 

This situation has been 
made worse for China's 
rivals by the recent down- 
grades - by Moody's and 
Standard & Poor's - of the 
foreign currency debt of 
South Korea. Thailand, 
Indonesia and Malaysia. Ris- 
ing import prices will also 
stoke up domestic inflation, 
further reducing any com- 
petitiveness gained from 
devaluation. 

Third, some export prod- 
ucts. such as textiles, are 
less price-sensitive since 
they are subject to Import 
quotas. A substantial change 
in market share is thus 
unlikely. 

Fourth. China’s export 
industry, dominated by 
labour-intensive products, 
has a different market struc- 
ture from most of its rivals. 
Machinery, electrical goods 
and transport equipment - 
the higher value-added 
goods - made up a mere 
fifth of China's exports in 
1998. Most south-east Asian 
countries are on a higher 
rung of the technological 
ladder. 

Fifth, and most important. - 
it has been estimated that 
south-east Asian pre-crisis 
labour costs in the manufac- 
turing sector, measured in 
US dollars, were two and a 
half times higher than those 
in C hina . Although the gap 
has shrunk since the round 
of devaluations, China's 
labour costs are still about a 
fifth lower. 

If we use The Economist's 
Big Mac Index as an alterna- 
tive guide to costs. China is 
still the most competitive 
country in the region, except 
for Malaysia. What Is more, 
China is about to embark on 
a sweeping reform of its 
state-owned enterprises. 

This will lead to a gradual 
rise in urban unemployment, 
further depressing labour 
costs and maintaining the 
country's competitive edge. 

Even if there is some loss 
of international competitive- 
ness, China's huge internal 
market makes it easier for 
the country to absorb exter- 
nal shocks than neighbours 
such as Thailand can. Using 
preliminary data for 1997 to 
calculate the ratio of exports 
against gross domestic prod- 
uct - a measure of the econ- 


omy’s openness - China's 
ratio comes out at 2ft per 
cent (only 12 per cent if GDP 
is rebased by purchasing 
power parity). Taking 
imports into account, net 
exports contributed only 4-4 
per cent of the unadjusted 
GDP. in 1997. 

If a Chinese company's 
exports foil, it can always 
turn to the the country's 
I-2bn consumers for solace. 
The government's main task, 
rather than worrying .. too 
much about a “competitive” 
exchange rate, is to continue 
reforming the banking sec- 
tor and ensure that substan- 
tial domestic savings are 
allocated to deserving com- 
panies. 

China's currency will 
remain solid. It wiU be sup- 
ported by continuing strong 
capital inflows, a persistent 
trade surplus, and impres- 
sive productivity growth. It 
will also be helped by rising 
real interest rates 7. a nn ual 
retail price 1 Inflation is 
expected to drop 1 per 
cent last year from 22 per 
cent in 1994, while interest . 
rates fell only 2.4 per cent 

All of this is not to. say 
that China will find it plain 
sailing in 1998. In particular, 
it will face two related diffi- 
culties: rising' unemploy- 
ment and weak domestic, 
demand. Slack consumption 
has led to price competition 
and ever-falling profits for 
some industries. 

But even here can 

turn its problems, to advan- 
tage: a larger pool of cheap, 
well-trained workers, tamed 
inflation and .' ..a _ stable 
exchange rate should, add to 
the attraction for foreign’ 
investors of a country that is 
successfully Tnanri ag ing politi- 
cal transition after, the death 
of Deng Xiaoping. 

China should grab this 
chance to. rationalise, its 
industries, reduce over- 
capacity' and ' upgrade the 
value-added element , of its 
export industries. Export 
growth may - indeed, slow, 
down in coming years as a 
result of the strong cur- 
rency, but at worst they 7*® 
grow at half the. 20 per cent 
of last year. That Is not such 
a bad performance. It is car- 
tainly no cause for alarm. 

The author is a London-based 

senior economist dt 'BarUc of 
China ■■ International, ■ the 
investment banking .arm of 
Bank of CUmut' . 
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How to make 



A year ago pessimists argued 
plausibly , that European eco- 
nomic and: monetary union 
could not be launched on Janu- 
ary l .1999 with Italy, Spain and 

Portugal onboard. 

. Since then' formidable efforts 
have been made to reduce bud- 
get deficits. Inflation has fallen 
to an annual rale or only 1.3 per 
cent In Italy, and Z5 per cent in 
France and Germany. Interest 
| rates have converged to within 
a hair’s breadth and financial 
markets appear to regard Emu 
as a done deal. Despite the tur- 
moil Tn Asia.- European eco- 
nomic growth is forecast to be 3 
to 3*£ per cent this year, giving 
a fair wind for the project. 

Yet. despite such optimism 
serious difficulties remain. 
Three and a half months before 
ED leaders decide which coun- 
tries should be admitted to 
Emu, there are many doubts as 
to how it will work In practice, 
some of fundamental impor- 
tance. 

These issues will be explored 
in a series, of leading articles in 
the craning weeks. First, there 
is the difficult question of how 
fiscal policy will . be conducted 
under Emu and toe conditions 
under which ft could.be used to 
stabilise member countries' 
economies. Second, will 
Europe’s inflexib le labour and 
product markets create danger- 
ous centralising tendencies? 
Third, it remains to be seen 
whether the European Central 
Bank can be truly independent 
and at the. same time suffi- 
ciently accountable to member 
governments. It will need to be 
much more open than the Ger- . 
man Bundesbank. 

Before tackling these issues, 
EU leaders mtist agree on May 1 
who is in and who is buL. On 
the strictest 'interpretation of 


entry criteria in the Maastricht 
Treaty of 1992, Italy would not 
qualify. Its debt to GDP ratio, 
though falling, is 120 per cent of 
gross domestic product, twice 
the maximum laid down by the 
treaty. But Belgium's ratio is 
even higher and that country is 
sure to be allowed in. 

It is likely, therefore, that 
Italy will be ’swept into Emu on 
toe political tide along with all 
the other JO candidates. Even 
so, its high debt level could be a 
major source of instability 
within Emu, unless it can adapt 
to a fiscal discipline which, 
until recently, has seemed 
beyond its reach. 

Italy's is only an extreme case 
of the difficulty laced by most 
Emu members. Since they will 
not be able to print money to 
stimulate growth, nor use infla- 
tion to erode the resulting 
debts, they must aim to run a 
balanced budget over a com- 
plete economic cycle. Only then 
win they achieve the flexibility 
to run deficits in periods of 
recession. To get to this posi- 
tion, most countries face a long 
hard road of fiscal tightening. 

'These may not be the ideal 
conditions for Europe to resist 
Its tendency to harmonise any- 
thing that moves - from labour 
laws to taxation policy. Bnt it 
must do so. The central direc- 
tives too often protect the weak- 
est by compelling all to accept 
the practices of the least com- 
petitive. 

.One of toe main benefits of 
the single currency should be to 
make prices transparent and so 
expose uncompetitive practices 
to the rigour of the market. 
This, combined with fiscal disci- 
pline and an open monetary 
regime, is the way to get 
Europe’s 19m unemployed back 
to work. It is worth striving far. 


Balkan contrast 


When all-out war began in the 
former Yugoslavia in 1991, the 
first main battleground was not 
Bosnia but eastern Slavonia. 
The destruction of Vukovar.-hy 
the Yugoslav National Army 
shocked the World, when Sara- 
jevo was still thought of as a 
place where something hap- 
l.pened ta.1914. - .... . ._ 

hi 1995, to escape lie fete of. 
feBow-Serbs expelled from KraJ- 
ina, Serb leaders in eastera Sla- 
yonfa- accepted' a UJFhrokered 
agreement; allowing; two- years, 
.of UN administration before 
Croatia gained MB control. This 
week the tuv years are up. 

Celebration would be prema- 
ture, hut it seems most . Serbs in 
eastern' Slavonia are ready at 
least to gi ve Croatian rule a try, 
rather than fleeing'as their Bos- 
nian kith and kin did from Mos- 
lem rul% in the suburbs of.Sara- 
| jevo.- Much -credit is due to 
Jacques Paid K3eln, the US gen- 
eral, who ran- the temporary 
administration. The f example of 
what, international authority 
can adtiieye if flnnly and feirly 
exercised' is potentially 'encour- 
aging fbr Bosnia. 

| . > Mach less cheering Ore the; 
omens "from '-Kosovo.' The 
bteak-up af the old Yugoslavia 
began there in . toe late 1980s. 
wrtfr Slobodan Milosevic’s cam- 

[.paign. against, the .Albanian 


majority, culminating in the 
suppression of the province’s 
autonomy. If Kosovo has since 
been outside the theatre of war, 
" it Is largely because the Alba- 
nians have kept their heads 
down, following their leader 
Ibrahim Rugova’s Gandhi an 
strategy of seeking full tadepen 
dance by non-violent means. 

. Unhappily good behaviour 
has not been rewarded. Kosovo 
lias been left out of successive 
Balkan peace plans. Serbia con- 
tinues to rule it with a rod of 
iron, largely out of sight of 
international observers. Not 
surprisingly Albanians are 
beginning to lose faith in Mr 
Rugbva. A "Kosovo Liberation 
Army” has started guerrilla 
, warfare, and over 40 . people 
have been killed in the past 
year. If this violence is allowed 
to escalate it may easily spread 
to neighbouring Macedonia, 
which has a large Albanian 
minority. Albania itself coaid 
well be drawn in. ■ 

In 1992 George Bush threat- 
ened Serbia with, military force 
if its actions caused conflict in 
Kosovo. -That threat should now 
be complemented with strong 
pressure on both sides to seek a 
compromise. The last thing the 
Balkans need in 1998 is more 
ware of secession and more eth- 
nic- cleansing. ■ . 
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ages companies to direct invest- 
ment and employment' to coun- 
tries that offer a skilled work- 
force, low taxes - and 
business-friendly labour mar- 
kets. This is a liberal, not a mer- 
• cantillst, view. 

" . Yet the dividing fine between 
liberalism: and corporatist 
cronyism Isoftenthto. to a stat- 
ist system, scandals arise when 
politicians and civil servants 
plop infosineeifres-^ by 
businesses with which they had 
r 'had earlier relations. In , a more 
liberal environment tbe tiow Is 
reversed- The.' scandals ".stein 
from potential conflicts qf inter- 
est' among the busriess people 
. who. advise or. participate- hr 
government 

. The US hasMd most’experi; 
ence of how to involve business 
.In' the affaixstof government it 
has developed . congressional 
' : verting arran^m^nts which 
1 impose a t&eck-w, imprudent 
appointments. Other countries 
. should manage pbtential :con- 
■' flicts ■ ofr interest with similar 
rigour. That meant greater 
■”trai^pareiicy:aj^ tongher'ruies 
^ershare boildlng siaba political 
dcmatiniis.AboyfeaILpbQtIdans 
/ should grasp tout a < prcH»nn>eti- 
Vtumstaaxkis lfiabest source of 
Job creation - ’ and the. best 
guarantee. against business-re- 
lated scandals. 


Grizzly start to the year 

Why are stock markets bucking and falling? Philip Coggan and 
John Authers pick through the explanations 


N ew year, same old 
story? Back in Octo- 
ber. a sharp fell in 
the Hong Kong 
stock market trig- 
gered a sell-off around the globe, 
culminating In a record one-day 
points fall in the Dow Jones 
Industrial Average. 

Yesterday, another bout of 
worldwide turmoil was sparked 
as the former colony's largest 
Investment bank. Peregrine 
Investments, headed for liquida- 
tion and the Hang Seng index fell 
8.7 per cent. European markets, 
already nervous after sharp Tails 
on Wall Street on Thursday and 
Friday, dropped more than 3 per 
cent in early trading: the Dour 
opened with another 100 point 
plus decline, before recovering; 
Latin American markets began 
sharply lower, with Venezuela 
down more than 10 per cent. 

Is the collapse of a Hong Kong 
investment bank really that 
important? And if the markets 
are suffering from a more funda- 
mental malaise, does that mean a 
bear market might now be 
starting? 

Clearly. Peregrine is only a 
small part of the picture. Even 
before news of its difficulties 
came, the markets were grap- 
pling with the collapse of confi- 
dence in Indonesia, as doubts 
arose about the future of Presi- 
dent Suharto and bis govern- 
ment's willingness to comply 
with the terms of an Interna- 
tional Monetary Fund bailout. 
But the explanation for the mar- 
ket turmoil goes beyond Asia. 
Recent stockmarket movements 
suggest the Asian crisis has 
caused investors to rethink fun- 
damentally the outlook for global 
inflation and corporate earnings 
growth. 

On toe one hand. Asia's prob- 
lems exert a powerful deflation- 
ary force on the world economy. 
That is good news for investors 
in bonds, who see the real value 
Of their capital eaten away by 
infla tion. On the other, the fal- 
lout from Asia may reduce corpo- 
rate eamingg growth - bad news 
for equity Investors. That has 
made markets volatile, as the dif- 
ferent factors jostle for promi- 
nence in investors’ minds. 

In some ways, the (compara- 
tively little noticed) impact of 
Asia on the bond markets has 
been more startling than the 
widely reported effects on stock 
markets. “The Asian crisis has 
allowed bond investors to be con- 
fident that inflation in the US 
and Europe will stay below 2 per 
cent" says Chris Carter, manag- 
ing director, global equity strat- 
egy at UBS. 

Bond yields have accordingly 
fallen, with the yield on the 
benchmark 30-year US Treasury 
issue falling to its lowest level 
since such bonds started to be 
regularly issued in 1977. The 
yield on toe long-dated UK gilt 
dropped below 6 per cent for the 
first time since 1964. 

Falling bond yields are nor- 
mally good news for equity mar- 
kets, both because they lower the 
cost of borrowing for businesses 
and also because institutional 
investors see bonds and shares as 
alternative assets. When the 
returns from bonds fall, that 
encourages investors to switch 
Into equities. It is a measure of 
how worried investors are about 
Asia, and its effects that this is 
not happening. 

. It is also possible that the 
Asian crisis will have some 
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benign effects, on the US and UK 
economies at least, by reducing 
some of the inflationary pres- 
sures at a time when economic 
growth is starting to race away. 
Laurence Meyer, a governor of 
the Federal Reserve, admitted 
last week that the US central 
bank would have already raised 
interest rates were it not for 
Asia's tuimoiL 

But deflationary influences are 
rather like drinking red wine; 
one bottle may leave you with a 
rosy glow, two will cause a split- 
ting headache. The issue was 
raised in a recent speech by Alan 
Greenspan, the chairman of the 
Federal Reserve, who warned of 
the “virulently negative” effects 
that deflation could have. 

Few people are forecasting out- 
right deflation, in the sense of a 
fell in consumer prices, in the US 
or Europe. Nevertheless, the 
mere talk of deflation may have 
added to the "flight to safety" 
into bond markets. 

What seems to have fuelled the 
recent declines in US and Euro- 
pean markets, however, is the 
second main effect of the Asian 
crisis; the adverse impact on cor- 
porate earnings. For the US and 
UK company sectors in particu- 
lar, it is as if a driver has applied 
the brake and accelerator at the 
same time. When this happens, 
the engine usually seizes up and 


the car shudders to a halt. 

The slowdown in Asia is expec- 
ted to have an adverse impact on 
the exports of western countries, 
both as demand falters and as the 
region’s businesses, operating in 
newly devalued currencies, 
become ultra-competitive. 

At the same time, in the 
domestic economies, tight 
employment markets (unemploy- 
ment is at a 24-year low in the 
US) will lead to rising wage pres- 
sures. With international compe- 
tition intense, businesses will be 
unable to pass on these costs to 
customers, and the result will be 
a narrowing of profit margins. 

Continental European stock 
markets may be protected from 
the worst of these problems, both 
because of their potential to 
restructure and cut costs and 
because of their high unemploy- 
ment rates, which should shield 
them from wage pressures. 

But in toe US, a series of profit 
warnings, combined with earn- 
ings announcements r-nming in 
fer below analysts' expectations 
over the past few weeks, have led 
to some spectacular declines in 
share prices. Technology stocks 
have been particularly affected 
due to their heavy exports to 
Asia, with Oracle, the world’s 
second-largest software company. 
dropping by almost 30 per cent in 
one day last month. 


Strategists are also worried 
that “bottom-up" forecasts from 
analysts who cover specific com- 
panies and sectors still seem 
unrealistic. True, forecasts for 
the fourth quarter of 1997 have 
been cut substantially, with prof- 
its for the S&P 500 companies 
now expected to rise by only 7.8 
per cent year on year, according 
to Boston-based First Call, one of 
the main agencies that monitors 
analysts’ forecasts. This repre- 
sents a big revision downward: 
three months ago this figure was 
13.8 per cent. 

But. says Charles Hill, First 
Call’s director of research, 
though analysts have taken 
account of the Asian effect in cal- 
culating profits for the last quar- 
ter of 1997, they have not done 
the same for their profit forecasts 
for 1998. The consensus forecast 
for earnings growth during the 
whole of this year compared with 
last is still a remarkably bullish 
i3Ji per cent “There’s no logical 
reason for this." says Mr Hill. 
“Analysts still seem to think 
we’re in the Goldilocks econ- 
omy." 

What will happen to equity 
markets if these high expecta- 
tions are dashed? It seems 
unlikely that the bad news in 
Asia is over, even though. there 
have been signs of stability in 
South Korean markets this week. 


B S E EVER 


concentrate on the regional 
elections, while Philippe S£guin, 
fanner head of the National 
Assembly, has stood down as 
mayor of the eastern town of 
Epical to devote himself to 
the presidency.of the Gaul list 
RPR. 

There are question marks over 

the mairie in both towns. . 
There’s a legal investigation into 
fake prefectorial stamps found In 
the town hall at Ftojus, and toe 
Socialist opposition at Epinal 
has called for an official inquiry 
into- the town’s finances. 

Maybe some top politicians 
have indeed been spreading - 
themselves too thinly, ^ 


Santer’s Klaus 

• ■ Chief European Commission 
spokesman Klaus van der Pas is 
about to be promoted to one of 
the toughest jobs m Brussels 
: heading the taskforce, to manage 
enlargement negotiations with 
.the former communist 'countries 
' of central and eastern Europe. 

" The struggle fbr the top' 

’ enlargement job has led to 
months' of intrigue, primarily 
involving Francois Lamoureux, 
the brilliant aide to former 
president Jacques Debrs.. 
Lamoureux apparently pulled 
out all the stops In Paris to 
secure the post, but couldn’t win 
the.support of Hans van den . 
Broek, toe Dutch commissioner 
who has overall responsibility 


for eastern enlargement. Others 
raised concerns about too much 
French influence in Brussels. 

Van der Pas has spent three 
years burnishing the imagn» of 
Jacques Santer, the affable 
president of the Commission. He 
Will haw Hie hands full r unning 

the enlargement taskforce, . 
which is fer more complicated 
than previous expansions of the 
EU, but be is weU qualified for 
the task, having been 
responsible fbr the Swedish 
accession negotiations in 1993. . 

Van der Pas, a native German 
who grew up in the Netherlands, 
joined the European Commission 
almost straight from school 
more than 25 years ago, and 
didn't goto university until 
later he graduated in Brussels 
in 1980. His appointment - 
insiders say it wffl he announced 
shortly - will be one in the eye 
for those who accuse Brussels of 
being an elitist ivory tower. 


Stand-up comic 

■ Sometimes you even have to. 
feel sorryior bureaucrats. 
Yesterday, Tokyo finance 
ministry officials had to explain 
why estimates of Japan's 
potential banking bad loans had 
apparently tripled - and why *' 
none of the published figures 
added tip, 

. Apparently it’s because - 
everybody is using different 
definitions of anon -performing 


loan: the bankers have one set of 
standards, the government 
another, and the US has a third 
- which Japan wants to adopt. 

Officials then faced another 
public relations conundrum: 
explaining the government's 
planned Y30,000bn financial 
support package. It’s not easy: 
politicians keep changing their 
minds about the package and 
officials privately admit that the 
Y30,000bn figure was more or 
less plucked out of thin air in 
the first place. 

In an attempt to be helpful, 
the ministry has produced a 
comic-style book, featuring 
cartoons of sobbing bank 
buildings and puzzled Japanese 
housewives asking questions 
such as “Wm more banks go 
bust?”, “Will taxpayers foot toe 
bill?” and “How can we trust the 
information from the banks?” 
How indeed? 


No blushes 

■ That old cliche about clouds 
and silver linings seems to be 
working for Chob MalidoL a 
96-year-old woman in Pichit 
province, about 450km north of 
Bangkok. She noticed that the 
Asian crisis meant that lots of 
people who wouldn’t be seen 
dead in a pawnshop needed to 
raise money quickly. So, for a 
small fee, she takes their 
jewellery, watches and cooking 
pots along for them. 


But it is possible that the west- 
ern markets could decouple from 
events in Asia. After all. the falls 
so far this year have done little 
more than reverse the rally of 
late December. And the Dow's 
222 point fall on Friday may have 
looked large in nominal terms, 
but in percentage terms - 2.85 
per cent - the drop was relatively 
modest. That was a long way 
short of the 7.2 per cent decline 
suffered in October or the 22 per 
cent plunge recorded on “Black 

Monday” in October 29S7. 

Traditional valuation methods, 
based on the relationship with 
bond yields, are moving in favour 
of stock markets, “in the sum- 
mer, developed equity markets 
looked 15 per cent overvalued.” 
says UBS’s Mr Carter. “Now they 
look 6 per cent cheap." 

I n the US. equity strate- 
gists point out that the 
current price-earnings 
multiples are not histori- 
cally high, at least com- 
pared with the present low inter- 
est rates and inflation. Abby 
Cohen, the influential strategist 
at Goldman Sachs, says estimates 
of value linked to inflation make 
equities look more attractive 
than do estimates of value linked 
to interest rates. 

She concedes that stockmarket 
volatility Is likely to increase 
compared with that seen over the 
past few years, because US equi- 
ties had been “notably underval- 
ued” from mid-1994 until early 
last year. Now. she argues, they 
are fairly valued and so the "val- 
uation cushion that allowed dis- 
appointments to be well toler- 
ated” has been removed. 

An added complication in the 
US is the behaviour of retail 
investors. The amounts invested 
in the market through mutual 
funds and discount brokers have 
been r unning at record levels for 
the past two years. Retail inves- 
tors’ reaction to the Dow’s sharp 
dip on October 27 last year was 
critical to the market’s swift 
turn-around. Many treated it as a 
buying opportunity, fuelling a 
recovery the next day. 

There are likely to be strong 
net inflows from retail investors 
into markets this month. Many 
small investors have last year’s 
bonuses to invest, while tax con- 
siderations also mean heavy 
investing in pension products. 
However, small investors may be 
switching their attention to 
bonds. Vanguard, the biggest 
seller of mutual funds, yesterday 
repotted heavy cash inflows, but 
said only about half was going 
into equity funds. Preliminary 
estimates show that inflows into 
equity funds rose SlObn last year 
to $230bn: inflows into bond 
funds rose to $47bn. up from 
$l2.5bn. 

If this trend continued, it could 
lead to less liquidity for the 
equity market. But the real issue 
is whether events in Asia have 
done enough to destroy the "Gol- 
dilocks scenario” of low inflation, 
low interest rates and steady eco- 
nomic growth. 

“In the mid-1990s, low inflation 
was prompted by supply-side ben- 
efits to the economy, that is the 
improved efficiency of the corpo- 
rate sector," says Michael 
Hughes, Barclays group eco- 
nomic adviser. “Now the worry is 
that low inflation will be caused 
by reduced demand. The former 
scenario is positive for both 
bonds and equities, the latter is 
only positive for bonds.” 


100 years ago 

Sombre News From Paraguay 
The news from Paraguay is of 
a sombre cast There is said to 
be no wheat The national 
flour min has stopped • 
working, and the bakers, it is 
feared, will have to close their 
shops. Itnlso appears that the 
tobacco is so badly handled in 
curing and classifying that 
complaint from consumers is 
general. 

Other Notes From Abroad 
It is said that while everybody 

has been watching wheat, Mr. 
Letter has cornered the oat 
market in Chicago, and has 
made a good thing by it 

President Calloway, of the 
Lake Shore Railway, ascribes 
that felling off in passenger 
business on that and other 
lines in the same district to 
the long-distance telephone. 

Jorge Walker Schell, the 
absconding cashier of the 
Chilian Conversion Office, 
has been captured in . 
Argentina. His defalcations 
are supposed to amount to 
about $130,000. When 
captured he had some $7,000 
in his possession. 

The Railroad Gazette says toe 
locomotive shops, other than 
railroad shops in the United 
States, built 1,251 locomotives 
in 1897 as compared with 1,175 
in the previous year. 
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Blueprint for N Ireland 
hailed as breakthrough 


By John Murray Brown in 
Belfast and David Wighton 
in Tokyo 

The British and Irish 
governments yesterday tabled 
a fresh blueprint for a political 
settlement in Northern Ireland 
after a day of frantic diplo- 
mat!*? activity between Dublin. 
Belfast and Tokyo, where Tony 
Blair, the UK prime minister, 
is ou an official visit. 

Mo Mowlam, the chief 
Northern Ireland minister in 
the UK government, hailed the 
blueprint us a "breakthrough" 
after the nationalist and pro- 
British unionist parties 
involved in peace talks in Bel- 
fast agreed to a full debate on 
its contents today. 

“There has been a break- 
through. 1 don't know how big. 
but it's there. People arc will- 
ing to come back tomorrow to 
talk about it." Ms Mowlam 
said. 

The centrepiece of the pro- 
posals is a new treaty between 


the UK and the Irish Republic, 
accompanied by a north-south 
body comprising politicians 
from Northern Ireland and the 
Republic. 

Ms Mowlam described the 
paper as the two governments' 
"best judgment" as to the 
likely outcome of negotiations. 

Gerry Adams, president of 
Sinn F6in. the political arm of 
the IRA. and Martin McGuin- 
ness. the party's chief negotia- 
tor, were not in Belfast to com- 
ment on the proposals. 

David Trimble, the Ulster 
Unionist party leader, said the 
package “still needs refining 
and development. I'm not 
endorsing it." But he added: 
“There is nothing that 
obstructs or flatly contradicts 
the sort of objectives towards 
which we are working." 

The initiative follows a tense 
two weeks over Christmas 
when the killing of a loyalist 
leader triggered reprisal mur- 
ders of three Roman Catholics, 
raising fears that the province 


was slipping back into sectar- 
ian violence. 

London and Dublin hope the 
document will form the basis 
for substantive negotiations 
over the coming months. Mr 
Blair has said he hoped to see 
a settlement agreed by May. 
which would then be ratified 
by concurrent referendums in 
Northern Ireland and the Irish 
Republic. 

Tbe proposals envisage a 
new power-sharing assembly 
elected by proportional repre- 
sentation, provisions to safe- 
guard the rights of both com- 
munities and measures to deal 
with prisoners, security, polic- 
ing and the arms question. 

The parties meet today in a 
full session at Stormont Castle. 

The reopening of the talks 
followed a night of Intensive 
telephone talks between Mr 
Blair and most of the leading 
participants. Including Mr 
Adams. 

Pave way for deal. Page 10 


Iraq threat to UN arms 
team may cause stand-off 


By Laura Silber in New York 

Iraq yesterday announced it 
would block a United Nations 
arms inspection team led by 
an American whom it claims is 
a spy. The move is likely to 
provoke another stand-off with 
the UN. 

The ban on Scott Ritter 
would be effective from today, 
according to an announcement 
by Iraqi News Agency. 

Iraq has repeatedly 
denounced Mr Ritter, a former 
US marine captain who served 
in the 1991 Gulf war. as a US 
spy working under the cover 
of UN inspections teams. 

Kofi Annan, the UN 
secretary -genera I, called the 
Iraqi decision the "first hic- 
cup" in the UN mission since 
Baghdad resumed co-operation 
with inspectors at the end of a 
month-long stand-off last 
Novemhcr. The UN withdrew 
its inspectors from Iraq after 


Baghdad said it would expel 
American team members. 

Baghdad's decision is likely 
to raise tensions with the UN 
security council, where 
France, Russia and China 
favour an early lifting of sanc- 
tions against Iraq. Their 
approach is softer than that of 
the US and the UK, the other 
permanent council members. 

Mr Annan, who last night 
was meeting Richard Butler, 
chief UN arms inspector, to 
discuss developments, said: 
“We have not decided to halt 
any inspections. The teams are 
on the ground." UN diplomats 
said Iraq had not officially 
informed them of the decision. 

Mr Annan urged Iraq to 
refrain from "any precipitous 
action. My advice would be to 
wait and discuss these issues 
with Mr Butler." 

The chief weapons inspector, 
an Australian, is due in Bagh- 
dad on January 19 to discuss 


access to suspected weapons 
sites placed off-limits by Iraqi 
authorities. 

Iraq on Sunday complained 
that a new 16-member UN 
inspections team, headed by 
Mr Ritter, was “unbalanced” 
as it was made up of nine 
Americans, five Britons, one 
Russian and one Australian. 

The latest UN inspection 
mission would have been the 
first significant challenge to 
Iraq since last year's crisis 
because it was to entail unan- 
nounced concealment inspec- 
tions rather than weapons 
monitoring. 

Last year the UN said it 
would not allow Iraq to dictate 
the composition of UN inspec- , 
tions teams. Russia persuaded 
Iraq to allow the return of UN 
weapons inspections teams - 
with their American members. 

Envoy fears conflict. Page 4 
Challenge lifts oil. Page 28 


US cash 
system 
maker eyes 
Europe 

By Peter Marsh In London 


Currency Systems Inter- 
national. a US-based company 
that makes bank note process- 
ing systems, is planning to tri- 
ple its European employees 
over the next three years. It 
believes the move to a single 
European c urren cy will offer 
many business opportunities. 

Tbe company, one of the 
world's four big makers of 
these systems, has already 
transferred some senior man- 
agement functions from Its 
Dallas headquarters to 
Europe. It intends to double 
Its S50m annual sales in the 
continent by 2000. 

Its European staff of about 
70 is likely to increase because 
of the need to replace most of 
Europe's L2bn banknotes. 

Their replacement by euro- 
den om in a ted notes will 
require novel sorting systems 
likely to be more sophisticated 
than existing note processing 
equipment. The notes will be 
legal tender across much of 
Europe but will have features 
that are unique to specific 
countries. 

World sales of banknote pro- 
cessing systems, used by cen- 
tral and commercial banks 
and retailers, are put at £lbn 
($1.6bn) a year. 

The two biggest suppliers 
are De La Roe of the UK and 
Germany's Giesecke & 
Devrient, both of which are 
Increasing their technology 
and marketing efforts before 
economic and monetary 
onion. 

CSI, with European head- 
quarters near London, is the 
third biggest company in this 
field in Europe, but has been 
catching up fast. 

Since 1995 it has been 
majority owned by GD, a pri- 
vate Italian company that is 
one of the world’s three 
biggest makers of cigarette 
production machinery. 

The fourth big company in 
banknote processing equip- 
ment worldwide is Toshiba of 
Japan. 

With projected global sales 
this year of 870m, CSI already 
gets more than two-thirds of 
its sales from Europe. 


Court appeal against Emu I HK bank collapse 


Continued from Page 1 

had made their formal choice 
of founder members on May 2. 

The official said that tbe 
period between late March 
and early May was likely to 
prove “the last hurrah" for 
opponents of Emu. The Com- 
mission will issue recommen- 
dations on which countries 
meet tbe Emu criteria on 
inflation . exchange rate stabil- 
ity. public debt and deficits In 
late March. 

AH EU members except 
Britain, Denmark. Greece and 
Sweden are expected to join 
tbe first wave. 


Wilhelm Bankel. a former 
Bonn monetary official, said 
be and the three other Ger- 
man professors were not 
against Emu as such, but they 
wanted to halt the present 
timetable. 

Professor Hankel lodged the 
complaint along with Wilhelm 
Ndlllng, a former member of 
tbe Bundesbank's decision- 
making council. Karl Albrecht 
Schachtschneider, a constitu- 
tional specialist at the Univer- 
sity of Nuremberg, and 
Joacbim Star batty, an eco- 
nomics professor and expert 
on the social market economy 
from TObingen University. 


Continued from Page 1 

and I think it is going to be 
hard to navigate." 

Once again, there was a 
flight of capital to relative safe 
havens. Yields on US. German 
and UK government bonds all 
fell to the lowest levels in sev- 
eral decades. The UK govern- 
ment bonds - gilts - market 
continued to surge, with the 
March future contract closing 
% higher at 124‘-i and the yield 
on 10-year gilts staying com- 
fortably below 6 per cent. 

In Germany, the yield on 10- 
year bunds - government 
bonds • edged close to 5 per 


cent, hitting a record of 5.Q2 
per cent at the day's high. 

The dollar also retained its 
safe haven status against sub- 
dued Aslan currencies, gaining 
Y1.61 against the Yen to close 
at Y133.1 In London. By con- 
trast, Latin American bond 
and equity markets fared 
badly, with the Venezuela 
stock market down 11 per cent 
at one stage. 

Hans Tietmeyer, president cd 
Germany’s Bundesbank who 
chaired a meeting of his G-10 
colleagues In Basel yesterday, 
tried to calm markets, saying 
he "hoped Korea was now on 
the way to Improvement". 


Europe today 

Scandinavia will be mild with rain in 
the south and west but the north 
and east will be cold with snow. The 
Low Countries. Germany, Austria 
and Switzerland will have thickening 
cloud which will bring rain to many 
parts. Most regions of France will 
have rain or showers. Rain will clear 
Portugal to leave sunshine and 
showers. Rain will move eastwards 
across Spain, clearing this 
afternoon. The remainder of the 
Mediterranean will have good sunny 
spells and the odd shower. The 
Balkans will be dry with sunny 
periods. Eastern Europe will have 
some sunshine in mare southern 
parts but there will be snow flurries 
In the north. 

FBvo-day forecast 

Western and northern parts will be 
unsettled and mild with further spells 
of rain but it will turn colder later In 
the week. The east and south will 
become more unsettled with rain 
and showers in many parts and 
snow in the east. 
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TODAY’S TEMPERATURES Situation at midday. Temperature: 

Maximum Selling Fair 1 Cardiff Rain 10 

Celsius Belfast Shower 7 Casablanca Shower 18 

Abu Dhabi Fair ZO Belgrade Sun 12 Chicago Fair -8 

Accra Sun 32 Berlin Cloudy 6 Cologne Fair 9 

Algiers Shower 22 Bermuda Shower 20 Dakar Sun 26 

Amsterdam Cloudy 10 Bogota Shower 20 Dallas Sun 12 

Athens Far 16 Bombay Sun 33 Delhi Fair 24 

Allan la Ram 18 Brussels Fair 10 Dubai Fair 18 

B. Ajtoo Fair 32 Budapest Fair 5 Dublin Ram 8 

B.hnm Rain 9 C.hagon Rain 7 Dubrovnik Fair IS 

Bangkok Fair 34 Cairo Fair 19 Edinburgh Ram 8 

Barcelona Cloudy 17 Caracas Fair 29 Faro Fair 17 


The airline for people who fly to work. 
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Situation m midday. Temperatures maximum for day. Forecasts by PA WeatherCantre 
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Snow 0 
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Moscow 

Snow 0 
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Creeping correction 


Once again, a stormy Asian 
morning turned into a calmer 
American afternoon. US Investors 
are still "buying on the dips", 
apparently reassured that Asia’s 
woes will have only a limited effect 
on the US economy. As a result, the 
US stockmarket hugely ignored the 
drop in Hong Kong - though, of 
course, it fell 5 per cent last week. 

Wall Street has yet to discount 
the full impact of Asia’s problems. 
A quarter of US imports are sourced 
In Asia, and Far Eastern companies, 
aided by devalued currencies, wfll 
be exporting to tbe west for all they 
are worth. In Europe, the scope for 
restructuring should help compa- 
nies offset foiling prices by cutting 
costs. That win be harder for US 
corporates, given a tight labour 
market and their already higher 
productivity levels. Meanwhile, US 
economic growth is vulnerable to a 
slowdown in consumer spending 
and inventory build-up, both of 
which have grown above trend in 
the past few years. 

The combination will hit profits 
hard. While Wall Street's bottom-up 
industry analysts on average still 
blithely expect earnings growth of 
14 per cent this year, the number 
will almost certainly be much 
lower. Equity strategists put the fig- 
ure at 7 per cent this year and just 3 
per cent in 1999. Yet valuations 
remain stretched, with the S&F 
Composite trading on 19 times cur- 
rent year earnings. This raises the 
likelihood of a creeping crash, 
where the market slides slowly and 
bumpily, as investors adjust gradu- 
ally to further bouts of bad news. 

Hong Kong 

Asian fund managers who 
thought Hong Kong a safe haven 
from regional turmoil have had a 
rude wake-up. In itself, the demise 
of Peregrine ought not to have 
prompted further share price car- 
nage. The failure of the hometown 
investment bank may be a blow to 
pride, but it does not pose systemic 
risk. And measured against most of 
its Asian neighbours. Hong Kong's 
standards of economic and corpo- 
rate governance have been exem- 
plary. Moreover, where other lead- 
ers have preferred truculence or 
denial, its politicians have kept 
their heads admirably. 

Alas for Hong Kong, the unpalat- 
able truth is that no amount of 
good behaviour will allow it to 
remain untainted by the problems 
of the region. The policy of pegging 
the currency to the US dollar : 
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r emains correct, especially in the 
current volatile climate. But so long 
as regional currencies are in tur- 
moil. the {alee of this link is higher 
interest rates, which is bad news for 
equities. And with calm waters 
some way off, an early respite looks 
unlikely. 

For investors wanting to main- 
tain exposure, cash rich blue chips 
able to benefit from high interest 
rates look a good bet So too do 
companies with exposure to Chi- 
nese infrastructure spending. To be 
avoided are interest-rate sensitive 
sectors like property and financials. 
Likewise, those “red chips" whose 
potential rests on little more than 
political connections on the main- 
land - precisely the sort of crony- 
ism that has discredited markets 
like Indonesia. 

Deutsche Bank 

Deutsche Bank's scheme to inte- 
grate its commercial and invest- 
ment banking businesses clearly 
makes sense. A stogie division serv- 
ing big corporate clients ought to be 
able to generate more business by 
using Deutsche's excellent relation- 
ships to sell Deutsche Morgan Gren- 
fell's high-margin products. Never- 
theless, the plan does highlight how 
DMG is still stuck in investment 
banking's muddled middle, while 
the likes of Merrill Lynch forge 
ahead. The main weakness, masked 
until global markets started to suf- 
fer at tbe end of last year. Is too 
little corporate finance business. 
The mooted reorganisation would 
at least address this issue head on. 

Still, actually integrating the two 
businesses could provoke culture 
clashes in an organisation that cur- 
rently lacks a coherent culture. 


Tricky decisions would have to' be 
taken on .whether a commercial or 
investment banker should . take the 
lead Vole with each large client. 
. And commercial bankers, typically 
, .. paid less . th£n the investment bank- 
ers, ©ould ' easily, get bitter. ' 

Tha t said, if the .scheme -worked, 
it woufcl' not merely- pep up Deul- 
" sche’s investment bank but would 
change . the cammercihl banking 
side radically too.'. The “house 
bank” model - under which. Deut- 
sche was happy with cosy, 
long-term relationships even if they 
produced orilyV low-margin lending 
business - would have to' go. The 
; resulting harder-nosed approach 
would be healthy far German bank- 
ing, and industry too) . j ' 

French unemployment 

If Lionel Jospin, the French prime 
minister, can pact# unemployed 
protesters with limited- one-riff pay- 
ments - albeit after some, more 
uncomfortable ejection scenes 
this latest outburst should prove a 
storm in a teacup, WUh tax receipts 
rising and unemployment' starting 
to Tall, a FFribn ($l60m> emergency 
fund presents no threat to the' bud- 
get The greatest risk is that farther 
violent protests extract immediate 
benefit Increases too. With a “social 
exclusion" bill scheduled for March, 
the government should refastth the 
coffers now. That bill may produce 
a more worrisome pallia live, in 
restoring some of tbe benefit; cuts 
imposed bn the long-term jobless. 
But even this could be mitigated by 
spending reductions elsewhere* and 
it is in any case cheaper than creat- 
ing more public sector jobs. . . i 
Much more important are initia- 
tives related to the private sector. 
Including damage limitation on; the 
proposed 3S-hour working week. So 
far, signs of flexibility are encourag- 
ing. Annualising working hours and 
cutting overtime rates, for instance, 
would lessen the impact on unit 
labour costs, which have been flat 
or falling in France this decade. . • • ; 

What has yet to happen, however,- 
is the pruning of a thicket of deter-: 
rents to job creation. Employers are 
rightly clamouring for reforms to 
employment charges and regula- 
tions. which pile up as a company 
expands. If the Jospin government 
can rebuild bridges with the private 
sector, investors should have little 
to fear in a country that remains on 
a strong recovery path. 

Additional Lex comment on 
Tomkins, Page 24 
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Andersen divorce 
may prove costly 

Andersen Consulting stunned Arthur Andersen, 
its fellow International professional services 
organisation, with its decision in December to 
seek a split. AC could walk away, but at a price. 
It might be forced to pay compensation of up to 
1.5 tones net revenues - about $11.5bn. Page 18 

Barclays sells part of BZW Asia business 

Barclays, the UK banking group, continued its 
retreat from investment banking, selling only 
part of BZWs Asian equities operations to 
Credit Suisse First Boston. The bank is likely to 
have realised about £300m (8489m) Tor the £40Dm 
in assets it put up for sale, not coun ting signifi- 
cant reorganisation costs in London. Page 24 

New owner to trim Koor Industries 

Claridge Israel, the 
investment company 
controlled by the 
Charles Bronfman fam- 
ily of Canada, plans to 
continue the sale of 
non-strategic holdings 
of Koor Industries, 
Israel's biggest con- 
glomerate which Clar- 
idge took over last 
year. Jonathan Kolber 
(left), deputy chair man 
of Koor and president of Claridge Israel, said: 
“We’re going to continue to do that but we will 
do it a little more aggressively." Page 19 

Indonesian crisis hits commodities 

The sharp devaluation in Indonesia's currency 
has brought little comfort to the country's com- 
modity producers. Ail three main sectors of 
palm oil, rubber and timber Eace difficulties, 
according to economists and bankers. Page 28 
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Creditors await Peregrine fallout 

Collapsed Hong Kong bank with debts of up to $lbn looks for buyers 


By Louise Lucas In Hong Kong 

Creditors to Peregrine, the 
pan-Asian bank which went 
into liquidation yesterday, 
began calculating their expo- 
sure to the bank’s outstanding 
debts, which some estimates 
put as high as US$lbn. 

Talks to sell certain parts of 
the Hong Kong-based bank - 
namely derivatives, stockbrok- 
ing. corporate finance and a 
stake in the Asian Infrastruc- 
ture Fund - were being held. 
Potential buyers include AIG. 
the American f inan cial ser- 
vices group. 

Executives at Peregrine's 
corporate finan ce and broking 
operations in New York 
and London said several 
expressions of interest 
had been received 


T be rally in European 
and US bond markets 
has triggered a big rise 
in corporate bond issues as 
treasurers make the most of 
the cheapest long-term debt in 
decades. 

A recent surge in bond 
prices has been partly encour- 
aged by the sharp decline in 
government bond sales, as 
western governments have 
reduced budget deficits. But 
corporate issuers look set to 
fill much of tbe void. 

Eden Riche, head of debt 
syndication at Morgan Stanley 
Dean Witter, said: “Domestic 
corporate bond issuance in the 
US is heading towards over 
$50bn in January, which 
would be a record.” He proj- 
ected a similar boom in 
Europe. 

On Tuesday alone, the US 
market raised $4.4bn from cor- 
porate bond issues, following 
the long bond yield's push 
below 5.75 per cent. 

"It was one of the strongest 
days in recent memory, and it 
tells ns that lowa- b o n ow in g 
costs haven’t lost their ability 
to effect economic activity," 
said John Lonski, senior econ- 
omist at Moody’s in New York. 

Lucent Technologies, the 
telecommunications equip- 
ment manufacturer spun off 
from AT&T, is a recent exam- 
ple It issued 8300m in 30-year 
debentures last week, the com- 
pany's first such issue since 
July 1996. 


from leading US banks. 

Tung Chee-hwa. Hong 
Kong's post-colonial leader, 
said Peregrine's failure did not 
pose a systemic risk, but ana- 
lysts underlined the impact 
that Peregrine's failure would 
have on confidence in the ter- 
ritory. 

“They were an important 
symbol here,” said the head of 
a rival investment bank. 
“They were Hong Kong’s 
home-grown investment bank 
and they took on the big boys 
successfully in the region and 
in China in particular.” 

First Chicago, the US bank 
which was to have taken a 2.5 
per cent stake in Peregrine, is 
one of Peregrine’s main bank- 
ers. Analysts said that the 
exact exteat of its exposure 
would take time to establish. 


Although Lucent's trea- 
surer, Meg Walsh, said the 
company had no need to raise 
the capital at this time, it used 
the low interest rates to rebal- 
ance the company's portfolio 
away from floating and 
toward more fixed rate debt. 

"If we had issued similar 
debt in early November, it 
would have added 836m in 
interest expense over the life 
of the bond," she said. 

According to Capital Data, 
tbe value of international 
bond issues in January is up 
by almost 20 per cent despite 
the existence of an additional 
trading day in January last 
year. 

The fall in yields, particu- 
larly on long-term debt, has 
coincided with the new corpo- 
rate creed of shareholder 
value. Buying baric shares and 
increasing debt, especially in 
the current low interest rate 
environment reduces a com- 
pany’s weighted average cost 
of capital, helping improve 
returns for shareholders. 

In the UK, the impending 
removal of advance corpora- 
tion tax will cut tax bills for 
multinational companies pur- 
suing share buy-backs. 

Gerald Corbett chief execu- 
tive at Railtraek, the priva- 
tised UK rail operator, said: 
"The ACT changes in the last 
UK budget made equity more 
expensive, and long-term debt 
has become much cheaper 
because of the yield curve, so 


Other banks with credit 
lines to Peregrine Include 
HougKong Bank, Deutsche 
Bank. S octets GCiterale and 
Credit Suisse. Hie exposure of 
Credit Suisse, the Swiss bank, 
is thought to be about $40m 
according to analysts. Credit 
Suisse declined to comment. 

The Hong KoDg Monetary 
Authority, which supervises 
the banking sector, said expo- 
sure of local banks to Pere- 
grine was modest compared to 
international lenders. 

Steven Thompson, chief ana- 
lyst at Nikko Research Centre 
in Hong Kong, said the credi- 
tor banks “look pretty safe”. 
Another analyst agreed: "It's 
not a black hole. I think you 
will see toe creditors recover 
something.” 

Peregrine sources originally 


capital structures should 
change. The value of leverage 
has increased, and we should 
see more corporate bond issu- 
ance.” 

Bond swap spreads are the 
most favourable in years. 
Swap spreads are the rate at 
which issuers of fixed interest 
rate bonds can swap into float- 
ing rate payments that move 
with average lending rates. 
Wide spreads allow companies 
to borrow well below bank 
rates and have been a factor 


put outstanding debts at 
around 8400m. but some esti- 
mates outside the company 
believe the total could be more 
than $1 bn. “If you have $8Q0m 
In equity and 8400m in debt 
you don’t go bust." says Peter 
Everington, chairman of 
Regent Pacific Fund Manage- 
ment 

Peregrine, which employs 
about L700 staff, was forced to 
close following the collapse of 
rescue talks on Friday with 
Zurich Group of Switzerland. 
Hie Swiss financial services 
company pulled out of a 8200m 
capital injection following tbe 
revelation that Peregrine was 
owed more than 8200m by 
Steady Safe, an Indonesian 
tayi and bos company linked 
to the Suharto family. 

Peregrine was underwriting 


in the surge in US issuance. 

Tbe main caveat in the UK, 
however, is demand for capi- 
tal. British companies are far 
less le v eraged than their coun- 
terparts in the US and Europe, 
and have been keener to give 
cash back to shareholders, 
rather than spend it 

David Kappler, finance 
director at Cadbury Schwep- 
pes, said: "There is almost 
excessive cash generation in 
corporate UK, so the demand 
for capital may not be that 


a Rp534bn (880m) rights issue 
which was postponed. While 
Peregrine would not comment 
on outstanding loans to the 
group, analysts have calcu- 
lated its losses at about 8170m. 

Insiders at Peregrine also 
said that First Chicago's 
apparent refusal last week to 
provide a bridging loan to Per- 
egrine was one of toe main 
reasons for Zurich Group's 
decision to pull ouL 

• Britain's National West- 
minster Bank said it hoped 
shortly to conclude the sale of 
its Hong Kong-based “greater 
China" equities business. It 
has closed offices in Manila. 
Kuala Lumpur, Singapore and 
Bangkok with the loss of 40 
jobs. 


great" However, he admitted 
that Cadbury was looking “at 
one or two of our dollar finan- 
cings”, to see if they could be 
more appropriately funded 
through the bond market 

Issuance is expected to 
remain at high levels. Mr 
Riche said: “There is a lot of 
cash on tbe sidelines, waiting 
to be invested." 

Simon Davies 
John Labate 


Low-cost 
computers 
from Sun 
stir market 

By Louise Kehoe 
in San Francisco 

Sun Microsystems will today 
launch low-priced machines 
that combine workstation and 
personal computer features in 
an attack on the market for 
computer workstations. 

Sun says the machines will 
have the performance and reli- 
ability of traditional Unix 
workstations at prices that 
undercut toe new generation 
of Windows NT workstations. 
Sun's lowest-cost model, for 
example, will cost S2£95 in the 
US. Equivalent machines from 
Compaq sell for $3,400. 

Sun, which pioneered the 
workstation market 15 years 
ago, has recently faced intense 
competition from companies 
such as Compaq Computer and 
Hewlett-Packard offering 
workstations based on high- 
performance personal com- 
puter technology. 

In particular, workstations 
based on Intel microprocessors 
and Microsoft’s Windows NT 
operating system have Invaded 
the market hitherto dominated 
by machines based on Rise 
(reduced instruction set com- 
puting) microprocessors and 
the Unix operating system. 

Other workstation manufac- 
turers, including IBM and HP, 
have “virtually abandoned" 
the Unix workstation market 
for Windows NT. said Ed Zan- 
der. president of Sun Micro- 
systems. “We are taking a con- 
trarian approach." 

Silicon Graphics, another 
Sun competitor, is also moving 
to adopt Windows NT and 
Intel technology for its next 
generation of graphics work- 
stations. 

Rather than bend to the 
industry trend. Sun will today 
announce a range of workstat- 
ions priced to undercut its 
competitors. "This is not a 
defensive move. We are on the 
offensive,” Mr Zander said. 

To achieve lower prices, Sun 
is adopting some of the stan- 
dards for peripheral connec- 
tions, power supplies and chas- 
sis design used in the personal 
computer industry. This will 
enable the company to use 
lower-priced, high-volume 
parts that are used by PC mak- 
ers. 

Sun is also planning to offer 
its workstations for sale via 
the internet, emulating the 
trend in the PC market where 
corporate buyers place orders 
online. 

Workstations represent 
nearly half of Sun’s revenues. 


Barclays/CSFB deal. Page 24 


Cheaper debt boosts bond issues 


Companies pursuing shareholder 
value make most of falling yields 



Fund managers bearish on 
domestic economic growth 


PPMVENTURES 


■N't. 



By Jane Martinson, 

Investment Correspondent 

Fund managers around the 
world are turning to defensive 
sectors of the stock market 
and bonds as they become 
increasingly pessimistic about 
domestic economies, according 
to a report released yesterday. 

The survey by Merrill 
Lynch, the US investment 
bank, and Gallup, the market 
research company, found that 
fears about fallout from the 
Asian crisis combined with 
doubts about the economic 
cycle are making fund manag- 
ers more bearish than at any 
time for the past three years. 

Just 3 per cent of US institu- 
tional investors surveyed are 
bullish ou the US economy 
over tbe next 12 months. This 
is the lowest level of optimism 
since the poll started in 1994. 

In the UK. only 14 per cent 
of land managers, with assets 


of £l,043bn (81,700bn>. expect 
further growth in the domestic 
economy this year. The last 
time UK fund managers were 
so pessimistic was in 1990, 
according to Bijal Shah, global 
strategist at Merrill Lynch. 

“Fund managers across the 
globe are getting more gloomy 
on the outlook for the domes- 
tic economy," he said. Some 
275 institutional investors with 
funds under management of 
S5,615bn responded to tbe 
monthly survey. 

Mr Shah said managers were 
worried about domestic fac- 
tors. In the UK these included 
a tightening monetary policy 
while in the US fears about 
Asia appear to have exacer- 
bated concerns about the over- 
heated stock market- Almost 
half of US managers felt that 
the US equity market was 
overvalued while no manager 
believed it was undervalued. 

More than hall of US fund 


managers are also wary about 
the outlook for corporate prof- 
its with 54 per cent believing 
that earnings will disappoint 
this year. 

The expected global slow- 
down is pushing fund manag- 
ers into defensive, counter- 
cyclical sectors of the stock 
markeL For US managers, 
these include consumer staples 
whereas UK managers favour 
pharmaceuticals and food 
retailing. Chemicals, oil and 
engineering shares are being 
shunned. In Japan, fund man- 
agers are moving into sectors 
such as utilities and away 
from the financial stocks. 

Mr Shah predicted lower gilt 
yields as buying pressure con- 
tinues. 

The one ray of light for 
investors appears to be conti- 
nental Europe. Bulls of shares 
in the region outnumber bears 
by 50 per cent on three-month 
and 12-month outlook. 


More top Shell jobs for women 


By Robert Corn* 

Royal Dutch-Shell one of the 
world’s biggest oil companies, 
plans to shake up its tradition- 
bound corporate culture by 
increasing the number of 
women and nationalities in its 
top management tier. 

If successful the move will 
transform the current male- 
dominated and overwhelm- 
ingly British and Dutch ranks 
of Shell’s senior executives. 

Over the next five years it 
plans to increase the number 
of women in toe top 400 man- 
agement positions from the 
present 4 per cent to about 20 
per cent 

The narrowness of Shell’s 


senior management base has 
been cited by critics as one 
reason why It has struggled 
with rapid change in its 
business. 

Critics point to tbe contro- 
versy over the scrapping of the 
Brent Spar oil rig and Shell’s 
problems with human rights in 
Nigeria. They say a broader 
management base might have 
helped the company to respond 
more effectively to those 
issues. 

John Hofrnelster, toe Ameri- 
can recently appointed Shell's 
international head of human 
resources, said yesterday the 
company had completed a 
study into management diver- 
sity as part of its long-term 


strategy to transform the 
heavily bureaucratic group 
into a more nimble competitor. 

It showed that il Shell did 
nothing to bring about greater 
diversity, the nationalities and 
gender of senior executives in 
10 years would be broadly the 
same as those of today's gener- 
ation of top managers. 

Mr Hofmeister, who joined 
Shell four months ago after 
running corporate transforma- 
tion programmes at Allied- 
Signal in the US, noted that 80 
per cent of Shell's employees 
worldwide come from coun- 
tries other than the UK and 
the Netherlands and this 
ought to be reflected in top 
management. 


£300 million 

Management Buy-In 



Led, arranged and equity provided by 

PPM Ventures 

Banking facilities arranged and underwritten by 
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Management advised by 
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COMPANIES AND FINANCE: THE AMERICAS 


More change at the top for P&U 


AMERICAS NEWS DIGEST. 


P 


By Daniel Green 


Pharmacia & Upjohn, the 
troubled US-Swedish phar- 
maceuticals company, is 
replacing its finance director 
in the latest and highest-pro- 
Ole personnel change since 
Fred Hassan took over as 
chief executive in May 1997. 

Bob Salisbury, who will 
stay on as finance director 
until a successor is found, 
took a prominent role in the 
merger of Pharmacia and 
Upjohn as the right-hand 
man of -John Zabriskie. the 
chief executive who left 
almost a year ago. He had 
been chief financial officer at 
Upjohn since 1989, having 
joined the company in 1974, 
and becoming vice-president 
for corporate finance and 
taxes in 1985. 


P&U shares trading on the 
US Nasdaq exchange were 
SI. 19 lower at 534.25 in early 
trading yesterday. 

Mr Hassan was brought in 
to rebuild the company fol- 
lowing two years of profit 
warnings and headquarters 
relocations. The company 
ran into trouble shortly after 
its creation through the 
merger of Sweden’s Pharm- 
acia and Upjohn of the US at 
the end of 1995. Cultural 
clashes slowed restructuring 
and. combined with a short- 
age of new products, led to 
the profit warnings and Mr 
Zabriskie’s departure 

Mr Salisbury's departure 
will leave Mr Hassan's small 
board or directors almost 
entirely comprised of his 
own appointees. 

Last week, Mr Hassan 


appointed Tim Rothwell as 
president of Pharmaceuticals 
Operations. Mr Rothwell is 
leaving Rhone-Poulenc 
Rorer, the French-owned US- 
based drugs company. RPR’s 
parent, the chemicals com- 
pany Rhone-Poulenc, plans 
to sell its chemicals arm and 
turn itself into a life-sciences 
company by making RPR its 
core business. Mr Rothwell. 
47. was previously chief 
executive of Sandoz Pharma- 
ceuticals USA 
Other recent hoard-level 
changes at P&U include Rick 
Collier, who joined in 
December as chief legal offi- 
cer, and Carrie Cox. who 
joined in August from Amer- 
ican Home Products as 
vice-president of global busi- 
ness management. These 
changes leave Goran Ando, 



NationsBank 


1 '3- 
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fails to impress 


Urn Rothwell: recently appointed head of P&U pharmaceuticals operations 


head of research and (level- the UK pharmaceuticals 


opment. as the sole board company, has already been 


member from before the 
merger. 

Mr Ando, a former execu- 
tive with Glaxo Wellcome, 


promoted under Mr Hassan 
to have sole responsibility 
for research and develop- 
ment. Previously It was 


divided among three execu- 
tives in P&U’s decentralised 
structure, intended as a com- 
promise between the inter- 
ests of Pharmacia and 
Upjohn staff. 


Federal-Mogul Andersen bad blood spells 
expands further a difficult path to divorce 

with $720m buy Dispute over consulting arm’s desire to split could last years 


NationsBank, the third largest US bank with $311bn1h 7 . . 
assets, announced yesterday it would integrate its acquisi- 
tion of Barnett Banks, the largestbank in Florida, more 
slowly than expected. ~ . 

The news, which accompanied annual results showing a 
rise in profits of 30 percent,lediaa sharp, fall inflations-; 
Bank’s share price. While the results, were broadly in line 
with expectations, the market appeared to be unnearved by 
the delay zn cost savi n gs from Barnett, and by early after- ' 
noon the bank's shares were down $2%, or &£I per-cent, 1 
at*56». • 

Net income rose SO per bent to $3.0Sbn fen* the year. . ; .. 
However, the heavy issue of stock to finance the$9.7bn j 

acquisition of Missouri-based Boatmen's Bancshares, com- 1 
pleted early last year, meant that earnings per share rose 
only slightly from $4 to $4^7. 

The bank still estimates total sayings from the $l&5bn 
acquisition of Barnett at about $900m. These are projected 
to enhance earnings per share in 1999. However, only , 
5300m in savings wifi be realised this year, compared with 
the original estimate of$450bn. Hie remainder of savings 
will be made by the middle of next year. 

Nati onsBank said Barnett would.be converted to its 
platform of distribution and retail products only in the — 
last few months of this year. This year it will focus '. 
instead on integrating Boatmen’s and the rest of the .. 
bank's operations in the mid-western states. - . 

NationsBank said cost savings from the Boatmen’s : 
acquisition had already helped its efficiency ratio, with 
a dminis trative costs as a proportion of revenues improv- 
ing from 55 per cent to 53JS_per cent. 

■ ' John Anthers, New York 


By Nikki Tart in Chicago 


Federal-Mogul. the 
Michigan-based automotive 
parts supplier, is to acquire 
Chicago-based Fel-Pro. 
which makes diesel engine 
parts and gaskets, for STCOm. 

The deal comes on the 
heels of Federal-Mogul’s 
£1.5bn purchase of T&N of 
the UK. 

Fel-Pro put itself on the 
market last year. The pri- 
vately owned company, 
based in Skokiep and 
founded in 1918. has annual 
sales of about $500m and 
employs 2,700. Profits before 
interest and tax are about 
S80m. Gaskets account for 
the lion’s share of its turn- 
over, with ann ual sales of 
about 5350m. 

Yesterday. Federal-Mogul 
said that the acquisition, 
coupled with the T&N deal, 
would help augment its 
product line and give it a 
Slbn global sealing business. 

Richard Snell. Federal- 
Mogul chairman, said the 
purchase should add to earn- 
ings in 1999, although he 
admitted that it might be 
"slightly dilutive" in 1998. 
Some analysts suggested 
that next year’s earnings 
accrual could be as muefras 
20 cents share, a figure Mr 
Snell said he was comfort- 
able with. 

He said it was "possible” 
some smaller operations 
within Fel-Pro, which 
includes a chemicals unit 
making lubricants, adhe- 
sives and epoxy/urethane 
materials, might be sold. 


Federal-Mogul estimated 
that annual synergies of 
S35m would be possible by 
1999. 

The deal is tbe latest by 
the group since the arrival of 
Mr Snell, a former Tenneco 
executive, in late 1996. He 
abandoned his predecessor's 
push into retail outlets, 
closed non-core operations, 
realigned European manu- 
facturing operations and 
reduced the workforce by 
almost 3,000. 

In September, the group 
made its ambitious bid for 
the larger T&N group. That 
deal is only awaiting regula- 
tory clearances. 

Federal-Mogul is offering 
8225m in its shares and 
8495m in cash for Fel-Pro. 
The T&N deal is set to 
increase its gearing, which 
the Fel-Pro deal will push 
even higher in the 
short-term. 

However, it has already- 
signalled plans for a big 
equity’ offering. Mr Snell said 
the aim was to bring the 
debt-to-capital ratio back to 
the ’low 40 per cent” range, 
although possibly not via 
one single equity offering. 

Analysts have been sup- 
portive of the revamped 
approach at Federal-Mogul. 
Ron Ta dross, at Salomon 
Smith Barney, said that 
"strategically, the deal 
makes a lot of sense”, 
although he noted that 
“obviously financing is an 
issue". 

Federal-Mogul shares I 
jumped almost 5 per cent, or j 
Sire to $41%. 


I t’s a game of chess with 
811bn stakes. Andersen 
Consulting has made its 
first, stunning, move. Now 
Arthur Andersen is ponder- 
ing a reply. Unless they 
agree a draw the world’s big- 
gest professional services 
organisation could be locked 
In dispute for years. 

While the two firms - in 
fact two separate businesses 
under tbe umbrella of 
Andersen Worldwide - may 
have been in open dispute 
over competition and gover- 
nance for some time, there is 
no doubt that Andersen Con- 
sulting’s decision on Decem- 
ber 17 to seek a complete 
split stunned Arthur Ander- 
sen. 

George Snaheen, AC’s 
world managing partner, 
announced before Christmas 
that partners had voted to 
! take the dispute to arbitra- 
tion at the International 
Chambers of Commerce in 
Paris. He was seeking com- 
plete freedom for AC from 
all contractual obligations to 
AA and AW. 

The 50-page claim soon 
arrived at AA, with 250 
pages of evidence. AC 
alleged breach of contract 
leading to “irreconcilable dif- 
ferences” between the firms 
and accused AA of planning 
a “dramatic expansion" in 
its own consulting business. 

What next? The ICC’s 
International Court of Arbi- 
tration allows 30 days for a 
response but tbe timetable is 
flexible. Lawyers argue that 
AA may claim an extension. 
The court, which has dealt 


with 8,000 cl aims since it 
was set up in 1923. can deal 
with them in about nine 
months. But lawyers point to 
a case begun in 1990 which 
is still r unnin g The case will 
be heard by a single arbitra- 
tor whose decision is bind- 


ing. 

What are the possible end- 
games if the case goes the 
distance? The most likely is 
that AC will. .walk free, but 
at a price. - At' present AC 
pays around S150m a year in 
subsidy -to aA. the organi- 
sation which created it back 


rights to the Andersen name 
and other factors such as 
software and methodologies. 

Lawyers believe the con- 
sultants frill allege that the 
organisation has effectively 
ceased to exist as it no lon- 
ger functions properly, and 
that therefore AC should not 
have to pay anything for 
freedom. 

It has argued that AA 
broke guidelines, agreed, 
under the “Florida Accords” 
of 1989 - just after. AC was; 
created. AA may argue’ the. 
accords were informal and 


The most likely endgame is that 
Andersen Consulting will walk free, but 
at a price for its freedom 


In 1989. Jim Wadia, global 
head of AA. went to the fate- 
ful San Francisco meeting 
and offered to freeze the pay- 
ment at around this figure 
and give the consultants 
freedom of governance 
within AW. The offer was 
rejected. 

Under Andersen’s rules, if 
a firm wants to leave the 
organisation jt-has to pay 
compensation of 1.5 Jimes 
net revenues - around 
$UJjbn. This is the most AA 
could hope for - while 
around $2bn would perhaps 
be the least, the amount 
$150m would service in 
terms of debt. But AC may 
be looking to secure freedom 
for much less. The size of the 
settlement may also be 
affected by disputes over 


only applicable to the US. 

Mr Wadia has told the con- 
sultants that AA has rights 
and it intends to protect 
them. His problem may be 
that a full-blooded dispute 
would simply help the con- 
sultants’ argument that the 
organisation cannot function 
properly. But lawyers say 
the arbitrator would be alert 
to any evidence that dishar- 
mony' had been caused by 
AC’s tactics rather than 
breach of contract by AA. 
The length of time AC has 
been preparing its case may 
also be an issue. 

AA has a tricky strategic 
decision to make if the dis- 
pute drags on. It may feel it 
has to start expanding its 
consultancy business in 
preparation for AC leaving 


the organisation - in effect 
doing exactly what the con- 
sultants allege it has been 
doing since the early 1990s. 

Bat there is an equally 
tricky problem for AC - 
what if the arbitrator allows 
it freedom but at too high a 
price? The AC partners may 
not relish reduced earnings 
to pay for freedom, and a 
flotation may not be the 
answer - Mr Shaheen denies 
it is even on the agenda. 

Given the pitfalls, there 
must be a chance that a deal 
can be struck. A long dis- 
pute wifi damage both par- 
ties. The widespread view is 
that AC’s booming revenues 
give it a window of opportu- 
nity in which damage can be 
sustained. But it must want 
to continue investment, and 
the dispute also knocks; its 
reputation for management 
efficiency. Meanwhile. AA 
must want to get stuck in to 
opposition 2S big mergers 
transform the sector - it will 
need money to invest in the 
short term. 


SOFT DRINKS 


PepsiCo to test non-cola brand 


B ut the entrenched 
positions look very 
solid. Bad blood and 
public anger make a deal dif- 
ficult to engineer. AC wants 
freedom at a low price, while 
AA wants recognition that it 
helped to build AC from a 
three-partner unit estab- 
lished in 1954 into a giant of 
the consultancy sector. 

At present the game seems 
to be heading for stalemate 
- the worst outcome for alL -- 


PepsiCo, the US soft drinks company, plans to test market 
a lemon-and-firne- drink called Storm in the US this year, . . 
introducing a new brand to a category dominated by 
Coca-Cola’s Sprite ami Cadbury Schweppes's 7-Up. 

The move will intensify c omp e titi on in the US market 
for fruit-flavoured non-cola drinks following last month’s - 
announcement that : Coca-Cala had agreed to buy Oran- 
gina, an orange-flavoured fruit j uice drink, from France’s 
Pernod Ricard group. • V • 

It also comes as Cadbury Schweppes of the UK is 
revampingits poarly-periOrrhing 7-Up brand in the US. . 
giving it a sharper, stron ge r, lemo n- and-llme flavour aru ^ 
new packaging, backing the relaunch with a big advertis- 
ing campaign. 

Other recent moves in the non-cola category include 
Coca-Cola’s launch last year of Surge, a citrus flavoured 7' 
drink that competes with PepsiCo's Mountain Dew. 

PepsiCo already has a lemon-and-lime drink in markets 
outside the US. where it owns the 7-Up brand. But in the 
US. where 7-Up is owned by Cadbury Schweppes through 
its Dr Pepper/Seven Up subsidiary. PepsiCo has had noth- 
ing to offer in the category apart from a lemon-and-lime 
variant of its small Slice brand. 

PepsiCo said fruit-flavoured non-cola d rinks were one of 
the fastest growing soft drink categories in the US, and it 
hoped that a stand-alone lemon-and-lime brand would 
pjiahlp it to build up a bigger' share of the marke t. Testing 
is expected to take place in several US markets in the . 
spring. Richard Tomkins, New York 


HOTELS 


Hilton to double Gardenjm 


Jim Kelly 


Hilton Hotels plans to double the number of mid-priced . - . 
Hilton Garden Inn Hotels to 200 by the year 2000. Hilton, 
one of the largest hotel companies in the US, entered thfc- 
market for budget-conscious business travellers in Janu- \ 
ary 1996 with the Garden Inn concept At that time it < 
planned to have 100 hotels open or in development by v v 
2000. but with booming demand for rooms - which cost . 
$78595 a night on average - Hfiton reached its target by \ 
tbe end of last year and decided to expand its effort- • ‘y'p 
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These securities have not been registered under the Securities Act of 1S33 and may not be offered or sold 
in the United States absent registration or an applicable exemption from the registration requirements. 
These securities having been previously sold, this announcement appears as a matter of record only. 
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Notice of Annual General Meeting 


The Shareholders of Perstorp AS (pubf) are hereby Invited to attend the Annual General Meeting to be held on Saturday 31 st January 1 998 
at 10.00 am (Swedish time) at Pereg&rden, Perstorp AB's employee centre In Perstorp, Sweden. 


-HEIDELBERG- 


Agenda 

1. Election of Chairman to preside at the Meeting. 

3. Preparation and approval of a voting list. 

3. Election of two persons to approve the minutes. 

4. Examination ol whether the Meeting has been property convened. 


Heidelberger Druckmaschinen 
Aktiengesellschaft 


5. Presentation ol the Annual Report, the Auditors' Report on the Parent Company, the Consolidated Accounts and the Auditors' Report 
on the Group. ' 


Heidelberg, Germany 


6. Consideration of resolutions In respect of the following; 

(a) the adoption of the Parent Company income Statement, the Parent Company Balance Sheet, the Consolidated income 
Statement and the Consolidated Balance Sheet; 

(b) me appropriation of the Company^ profit according to the adopted Balance Sheet: and 

(c) the Oireciors' and the Managing Director's discharge from ftabinty. 

7. Determination of the number of Directors and deputy members of the Board and Auditors. 

8. Determination of the fees for the Board of Directors and the Auditors. 

9. Section of the Board of Directors and the Auditors. 

10. The Board of Directors' proposed amendments to the Articles Of Association 

liHS the financial year of the Company be amended to embrace the calendar year (§ 91; 

JtHt § 10, first paragraph, shall be amended by the following wording: 

“General Meetings of the Shareholders shall be held either m Perstorp. Helsingborg or Malmd.- 

11. Closing 

In order to take part tn the Annual General Meeting. Shareholders must be registered in the Shareholders' Register maintained by the 
Swedish Securities Register Centre (Wrdepapperscentralen VPC ABi not later than Wednesday 21 st January 1998. Shareholders who 
have placed their Shares in trust must temporarily re-register the shares In their own names to allow them to participate m the Meeting. 
A Shareholder must inform the trustee thereof in good time before Wednesday 21 st January 1998. 

A Shareholder may attend and vote at the Meeting In person or by proxy. However, in accordance witn Swedish practice the Company 
does not send forms of proxy to its Shareholders. Shareholders wishing to vote by proxy should submit their own forms of proxy to the 
Company. 

Notification of intended participation al the Annual General Meeting must be given to Perstorp AB not later than Tuesday 37th January 
1996 al 3.00 pm (Swedish time): 

by telephone, by ca«ng (00) 46 435-37850 (direct line): or 
by mall, addressed to Perstorp AB. SE-284 80 Perstorp. Sweden. 


Initial Public Offering 
of 

8,938,000 Ordinary Bearer Shares 

Issue Price: DM 96.00 per share 


Global Coordinator and Bookrunner 


COMMERZBANK 


AKTIENGESELLSCHAFT 


Global Underwriting Syndicate 


The Company will confirm receipt ol notice of participation by sending an admission card to be shown at the Meeting. This confirmation 
will also include a detailed description of Ihe most suitable route to Pensgdrden. 


The Board of Directors has decided to propose that the Record Date for dividends be Wednesday Jth February 1 998. Should this be 
approved, it is anticipated that the dividend will De distributed by the Swedish Secunbes Register Centre on Wednesday 1 1th February i998. 
The complete proposal of the Board of Directors regarding the amendments of ihe Articles of Association will be made available for 
inspection by the Shareholders at the head office of Perstorp AB in Perstorp and at ihe offices of EnskAJa Secunbes. Skandinavtska 
Enskrtcfa Banken at 2 Cannon Street. London EC4M 6XX from Friday 23rd January 1998. 

Proposal for election of the Board of Directors 


COMMERZBANK 

AKTIENGESELLSCHAFT 


PARIBAS 


DEUTSCHE 
MORGAN GRENFELL 


DRESONER KLE1NWORT BENSON 


The nomination committee has informed the Company that it intends to propose that Ihe General Meeting elects eight Directors and re- 
elects as members of the Board Gunnar Brock. Ahe Frednksson. Chnster Garden. Finn Johnsson. Carl Johan Wendt. Kart Lennart Wendt 
Wilhelm Wendt and Gosha Wlkmg. Cart Hennk Wendt has declared that he does not wish to be re-elected. 


United States Selling Group 


T he nom ination committee, which consists ol Gosla Wtking. Chairman ol the Board, Carl Hennk Wendt. Deputy Chairman. Sven Hagsi/Omer. 
Chairman of AB Custos, and Thomas Halvorsen. President of the Fourth National Pension insurance Fund, has seemed the support lor 
Us proposal tram shareholders representing more than of the voles as well as capital. 

The Board of Perstorp AB Perstorp. January 1998 


COMMERZBANK CAPITAL PARIBAS DEUTSCHE DRESONER KLEINWORT BENSON 

MARKETS CORPORATION CORPORATION MORGAN GRENFELL INC. NORTH AMERICA LLC 
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COMPANIES AND FINANCE: EUROPE 


Skanska seeks buyers for forest holdings 


By Greg Meteor - ~ . 
tn Stockholm , -- 

Skansltar Sweden’s largest 
coostnirttan group, is step- 
ping up its non-core asset 
disposal prcgrazameby seek- 
ing buyers ■ for Its Swedish 
forest holdings, in a sale esti- 
mated to be worth about 
SKrlbn:(*125ml. 

The company said It had 
ashed Handels bank en Mar- 
kets, -the. investment bank- 
ing- ano of Svenska Handels- 
bankah, to arrange a 


valuation of 45,000 hectares 
of land. This would be a pre- 
. lude to a sale. 

Skanska has been divest- 
ing turn-core assets to con- 
centrate its operations on 
construction and to fund 
expansion outside Sweden. 

: Last year it sold a SKrlObn 
stoke in Saudvik, the Swed- 
ish engineering group. A 20 
per cent voting stake in SKF, 
the rolling bearings manu- 
facturer, is also slated for 
dis posal , 

Christer Gardell, chief 


executive of Custos. a Stock- 
holm investment company 
which is Skanska's largest 
shareholder, said the with- 
drawal from forest owner- 
ship would “be part of Skan- 
ska 's clarification 
programme to get a more 
focused asset structure”. 

Custos has been pressing 
Skanska to accelerate the 
disposals process. One of the 
company’s directors pre- 
dicted last month that most 
of Skanska's investment 
portfolio - worth an esti- 


mated SKr2.3bn - would be 
sold by the end of 1998L 

Mr Gardell Is keen Tor 
Skanska to cut its property 
portfolio, which is thought 
to have a market value of 
SKr2Qbn-SKr25ba. He 
suggested this could be 
achieved by offloading part 
of the group's managed prop- 
erty holdings, which have a 
combined rental value of 
SKr2.4bn. 

Skanska said it hoped to 
sell the forest assets, located 
in southern Sweden, to one 


or two buyers. AssiDomSn 
and MoDo, the Swedish for- 
estry groups, had both 
expressed interest 

The holdings have a book 
value of SKr320m but are 
estimated by forestry ana- 
lysts to carry a market value 
of about SKnbn. 

Skanska last year acquired 
a 7.6 per cent stake In UK 
rival Costain. Key Skanska 
investors expect the com- 
pany to call options covering 
40 per cent of the London* 
quoted group's equity before 


the end of the decade. This 
would trigger an outright 
bid for Costain. 

• SCA, the Swedish forestry 
group, has strengthened its 
International hygiene paper 
operations by acquiring 
Marpo, the Spanish tissue 
company. Marpo, Spain’s 
largest supplier of private 
label tissue products, has 
annual sales of about 
SKt550hl The purchase price 
was not disclosed but SCA 
said it had paid about six 
times operating earnings. 


New owners to widen Koor’s horizons 

A shift of strategy by the Bronfman family puts it into the upper echelons of corporate Israel 


e iaiidge Israel, the. 
investment arm of 
the Charles Bronf- 
man family of Canada tmq a 
reputation in Israel for mak- 
ing quick profits through 
short-term - investments in 
high-growth companies. 

So when it took, control 
last year of Koor Industries, 
Israel's biggest conglomer- 
ate. the business community 
was a little surprised at the 
sudden strategic shift. 

And as Koor enters the 
new year undo 1 new owner- 
ship, it may find itself in 
transition as weiL 
“We win be focusing more 
on higher- growth business 
and. less on lower growth 
businesses,” says- Jonathan 
Kolber, the .hew, deputy 
chairman of Koor and the 
president of Claridge IsraeL 
“We’re going, to be -looking 
[more] at export versus 
domestic, currency exposure, 
financing exposure and 
cyclical trends. We're going 
to look at a mix of technolo- 
gies and g row t h that maxim- 
lses what we think we can 
do with Koor.” 

Claridge win need to adapt 
its business strategy to Koor, 
a conglomerate which 
focuses on telecommunica- 
tions. agrochemicals and 
construction and accounts, 
for ? per cent of Israeli GDP. 
Koor had net income of 
$X80m on. revenues of 92.73bn 
in the first nine months of 
1997. with exports , making 
qp 41 per emit of total sales. 

Montreal torn Mr Kolber 
is from a new generation of 
Israeli businessmen stepping 



Jonathan Kolber, deputy chairman of Koor (left), is to reformulate plans by Benjamin Gaon, veteran chief executive 


into the upper echelons of 
corporate Israel 

His office is directly across 
from that of Beniamin Gaon. 
Koor’s veteran chief execu- 
tive and the man who res- 
cued Koor from near-bank 
niptcy in 1988, returning it 
to profitability and to a 
?i20m offering on Wall 
Street in 1995. 

According to Mr Kolber - 
.Who is. Soar's first outside 
shareholder to take an active 
management role - the stra- 
tegic {dan Mr Gaon crafted 
for the company in 1997 is 


likely to be reformulated and 
presented in New York soon. 

“We accept - in very 
broad strokes - his plan to 
rid Koor of non-strategic 
holdings, or what we call 
redundant assets,” says Mr 
Kolber. “We're going to con- 
tinue to do that, but I think 
we will do it a little more 
aggressively, and with a bit 
more focus.” 

While Koor trims the fat - 
as it did by recently Belling 
Shemen, which makes edible 
oils, for $25m - the new own- 
ership has already moved to 


strengthen its operations in 
electronics and telecoms, 
one of Israel's strongest sec- 
tors. Since Claridge took the 
helm, Koor is planning to 
buy into ECI Telecom, a 
leading Israeli telecoms man- 
ufacturer which bad net 
income of $93m on revenues 
of S491m in the first nine 
months of 1997. It may take 
a controlling stake. 

But the -planned acquisi- 
tion of the first 10 per cent of 
Ed via a share exchange 
with Claridge was recently 
postponed pending the 


release of the company's 
results for 2997. The com- 
pany will re-evaluate the 
terms of the deal, since some 
analysts have said Ed - 
which generated 19 per cent 
of its income from Asia in 
the latest financial year - 
may be affected by the crisis 
in that region. 

So far, Koor is not consid- 
ered vulnerable, since it 
exports mostly to the US and 
European markets. In any 
case, if Koor takes control of 
ECI, it will hold stakes in 
Israel’s three biggest tele- 


coms equipment and elec- 
tronics manufacturers, as it 
already controls Telrad and 
Tadiran. Analysts say the 
acquisition of ECI could 
pave the way for a consolida- 
tion and rationalisation of 
these assets. 

M r Kolber rebuts 
arguments that 
such consolidation 
would be anti -competitive. 
He also brushes off the cam- 
paign against concentration 
in the Israeli economy spear- 
headed by David Tadmor, 
Israel's antitrust commis- 
sioner. 

Mr Tadmor is taking a 
close look at Soar's 50 per 
cent ownership of Mashav. 
its building and infrastruc- 
ture arm, since the other 
half is controlled by Clal 
Israel, the country's second 
biggest conglomerate. He 
plans to force the two to end 
their joint ownership within 
four years. Koor is trying to 
reach agreement with Clal 
An antitrust investigation 
into allegations of a price- 
fixing scheme between Tadi- 
ran and Telrad dating back 
to 1987 is also under way. 

“Israeli companies need to 
compete in world markets, 
and the commissioner told 
us he is in favour of export 
companies merging if its 
doesn't hurt the Israeli con- 
sumer,” says Mr Kolber. “We 
have to be big to compete 
globally, or else we're lost” 

Avi Machlis and 
Judy Dempsey 


EUROPEAN NEWS DIGEST 


Seven seek GAN 
unit sale details 

Seven companies, five of them French, have expressed an 
interest in buying the state's 67 per cent stake in GAN 
unit C1C and applied for details of the proposed disposal 
according to officials close to the sale. The French candi- 
dates are Banque Nationale de Paris, Societe G4n6rale, 
Credit Commercial de France. Dexia and Credit Mutuel. 
The two foreign banks are ABN Amro of the Netherlands 
and Generate de Banque. 

Firm offers have to be submitted by February 23, 
according to the sale documents. GAN, the insurer, is also 
to be sold and arrangements for the privatisation are 
expected by the end of next month. AFX Nods. Paris 

m PHILIPS 


Car systems sale agreed 

Philips, the Dutch electronics group, yesterday finalised 
the FI l.4bn (S683m) sale of its car systems business to 
Mannesmann of Germany. The transaction will be com- 
pleted in two steps, with Mannesmann initially taking 100 
per cent of the larger activities of Philips Car Systems in 
Germany and the US, as well as 65 per cent of the remain- 
ing worldwide activities. The balance would be acquired 
by Mannesmann within two years. Philips said. The group 
announced plans to sell PCS in October, saying the move 
fitted with its strategy of focusing on core activities. It 
described Mannesmann and PCS as a good fit and said it 
would help the division become a leading first-tier sup- 
plier to the car industry. Agencies. Eindhoven 

■ ITALY 


HDP completes Valentino buy 

HDP, the Italian industrial holding company controlled by 
some of the country's largest private groups, has com- 
pleted its S30Qm acquisition of Valentino, the Italian fash- 
ion house. HDP, in which the Fiat automotive group is 
the largest shareholder with 16 per cent, expects the 
acquisition to reinforce its textile and rln thing activities 
and its efforts to expand in the luxury goods business. 
Valentino Garavani, the fashion designer, and Giancario 
Giammetti, his business partner, will acquire a 2.4 per 
cent stake in HDP for $35m as part of the deal. Mr Giam- 
metti will also join the HDP board. Paul Betts, Milan 

m DEUTSCHE TELECOM 


Newspaper predicts lower profits 

Deutsche Telekom has refused to comment on a newspa- 
per report that its profits for last year would be signifi- 
cantly lower than expected. A report in Welt am Sonntag 
said 1997 profits would be below DM4bn ($2.2bn), com- 
pared with expectations of DM5.5bn. 

The newspaper said the shortfall came from an over- 
spend an the purchasing of materials and services, the 
loss of big business customers, missed cost-saving targets 
through job reductions, over-optimistic valuation of com- 
pany property In eastern Germany, squeezed profit mar- 
gins in the mobile phone business due to increased com- 
petition and excessive spending on consultants. Deutsche 
Telekom yesterday faced stiff criticism of the charges it 
levies on customers wishing to change to rival telephone 
companies following the liberalisation of the German tele- 
coms market at the start of the year. 

Frederick Sffldemarm, Berlin 
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A Capital Solution 


Scotia Capital Markets is pleased to announce the integration of its bullion and base metals businesses with those of The Mocatta Group. 

The acquisition of The Mocatta Group, one of five members of the London Gold Fixing and a Ring Dealing member of the London Metal Exchange, 
positions-Scotia Capital Markets as a world leader in the bullion and base metals businesses. The Scotiabank Group offers Scotia Capital Markets and 
ScotiaMocatta clients a full range of investment banking, corporate banking and bullion and base metals products and services. 





Scotia Capital Markets™ 

CAPITAL SOLUTIONS FOR GLOBAL MARKETS 


The Batik of Nova Scotia is incorporated m Canada with limited liability. 

- . ' " _ Tie ScotiaMocatta trademark represents the bullion and base metals businesses of The Bank of Nova Scotia, operating under the marketing name of Scotia Capital Markets. 

The Scotia Capital Markets trademark represents the capital markets businesses of The Bank of N ova Scotia, SeotiaMeLeod Inc. and Scotia Capital Markets I US A! Inc. - 1 ill members of The Scottjbjnk Croup. 

Issued in the UK by The Bank of Nova Scotia. Regulated by SFA. 

■ T* Trademark of The Bonk of Nova Scotia. 


'Toronto 


http://www.scotiacApital.com 

Montreal - Calgary Vancouver New fork Boston London Genova Cologne 


Tokyo 


Singapore 


Sydney 


Hong Kong 


Beijing 
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Hagemeyer upbeat 
on Asia-Pacific 


By Gordon Cramb 
in Amsterdam 

Hagemeyer expects to show 
an increase in profits from 
Asia-Pacific for last year and 
in 1998 in spite of regional 
economic upheavals, accord- 
ing to Andrew [.and, chair- 
man of the Dutch trading 
company. 

The improved result was 
made possible by recent 
acquisitions which would 
this year bring revenues 
from Asia to 23 per cent of 
the group total, from a previ- 
ous IS per cent. Sales world- 
wide were on course to rise 
by at least fl4bn (Si.95bu), 
after a year in which the 
company broke through the 
FI lObn barrier. 

The group intends to buy- 
back a quarter of the 40 per 
cent stake in Hagemeyer 
which First Pacific, the 
Indonesia-controlled Hong 
Kong conglomerate, 
announced this weekend it 
was to selL 

In the biggest interna- 


tional equity offering sched- 
uled for an Amsterdam 
listed company this year. 
First Pacific's F13.3bn hold- 
ing is to be placed by the 
end of March. Hagemeyer 
shares yesterday slipped FI 2 
to FI 79, against a 2.4 per 
cent decline in the AEX 
index of 25 leading issues. 

ING Barings and UBS are 
to form the core of a syndi- 
cate of banks acting for First 
Pacific. Hagemeyer is being 
advised by ABN Amro, 
which is assessing a plan for 
the company to repurchase 
about 10 per cent of its 
equity. 

Hagemeyer had strongly 
outperformed the market 
until recent months, with 
the stock peaking last year 
at FI 122. Last year it expan- 
ded its issued capital by 
some 13 per cent, including 
the issue of 4.89m shares to 
First Pacific. This was in 
return for the takeover of 
Tech Pacific, an Australia- 
based regional distributor of 
telecommunications and 


computer products with 
annual sales of F123bn. 

A further 7m shares were 
placed in September at 
FI 106.50, largely to fund the 
purchase of Asea Skandia, a 
supplier of electrical materi- 
als in north-west Europe, 
from the Swiss-Swedish Asea 
Brown BoverL A year ago 
the company moved to full 
control of HCL, a Hong Kong 
based electronics group. 

Europe would account for 
57 per cent of Hagemeyer’s 
sales this year, said Mr 
Land. A main goal would be 
to increase from 20 per cent 
its exposure to the Americas, 
which was “not as heavy as 
we would like It to be". 

Within the Netherlands he 
is interested In a merger 
with the paper merchanting 
and office products division 
of KNP BT. 

Hagemeyer expects earn- 
ings per share far last year 
to emerge at least 15 per 
cent above the FI 6.72 in 
1996. and to sustain that 
growth in the current year. 


Adidas 
pledges 
to limit 
job losses 

By David Owen in Paris 

Robert Louls-Dreyfus 
I yesterday pledged that the 
FFr8bn ($l.3bn) acquisition 
of Salomon, the French ski 
and golf equipment com- 
pany, by Adidas, the German 
sportswear group of which 
be is chairman, would lead 
to no significant job losses. 

He made the promise on 
the eve of Adidas's public 
offer far the Salomon shares 
it does not already own. The 
offer - of FFr52 L50 a share - 
is scheduled to run until 
February 9. 

Adidas already owns 39 
per cent of the French 
group's capital and 56 per 
cent of voting rights follow- 
ing the acquisition of the 
Salomon family holding 
company in December. 

Mr Louis-Dreyfus acknowl- 
edged that the deal - at 
more than 37 times Salo- 
mon’s net profit per share 
for the year to March 31 1997 



Robert Louis-Dreyfus; Salomon takeover deal fully priced’ 


- was “fully priced and even 
a bit more”. 

He also admitted the trans- 
action would mean a drop in 
earnings growth in 1998. 
However, this would remain 
in the region of 20 per cent 
and should rise to more than 
20 per cent the following 
year. 

The companies hope to 
exploit Adidas’s expertise in 
sportswear in fields such as 
skiing and golf, where Salo- 
mon has a strong reputation 
as an equipment supplier. 


Mr Louis-Dreyfus also 
believes Adidas can benefit 
from Salomon’s focus on 
research and development 
The deal will make Adidas 
the world’s second biggest 
sports goods manufacturer 
after Nike of the US. 

Under Mr Louis-Dreyftis’s 
leadership, Adidas has 
adopted a more aggressive 
marketing str a t e gy to match 
rivals Nike and Reebok. 

The company went public 
with a DM2.1bn ($1.2bn) 
share issue in 1995. 


Are you taking the right risks for your shareholders? 


Do you have too much capital ? Or too little? 


Could your cash flow be more stable? Should it? 


Are emerging markets an opportunity or a threat? 


How can you improve your access to die capital markets? 


If you have confidence in your answers 
to these questions, stop reading this ad. 


At Bankers Trust Risk Management Advisory, we regard risk management 


as more than a discipline to measure and mitigate risk- We see it as an 


enterprise -wide, decision-making framework to drive the creation of value. 


Bankers Trust pioneered the concept of proactive risk management, and we 


provide this skill and insight to our clients in all aspects of their business. Our 


approach and innovative solutions have resulted in Bankers Trust being 


EUROPEAN NEWS DIGEST ... 

Lindt & Sprungli 
buys Ghirardelli 

Lindt & Sprnrigli. ane of Europe's oldest chocolate ' . .. 
ma nufa c turer s. has become the second biggest prndiicgr 
of high quality chocolate ih theUS by acqnfring Sah 
Francisco’s Chocolate Com pan y, ’ 

whs founded in 1852, six years after Lindt & Sprirngh, -;- 
emplo ys 500, fras. Minimi mflas nf yinorh. ■- - 

* Thr> armnninrernont nf T,Tnrif & gpriffl g jfs ex pansion fa - 

the US, where it wants to be market leader in the idche . 
quality chocolate market, overshadowed a warning that 
its 1997 profits would be.ldwer than, expected- Group sales - 
rose 5.1 per cent, to SFrlbn (1677m), primarily because of 
a drop in sales in France and Gennany, two of its; three 
biggest markets. It blamed "generally cons er v ativ e con- 
sterner moods above-average tmny rtit n rft B g inthe sec- 
ond half of 1997. ; y ,_ 

Increased marketing costs and a one-time charge for the 
transfer of production frorfi Chur to KUchberg in Switzer- 
land led to a weaker operating profit margin: la a hid to 
reduce its dependence on the Swiss, German and French 
markets, width; take TO per cent of its output, liodt ST ; _ 
Sprungli has been expanding rapidly in the US by opening 
its own retail outlets* Following the acquisition of Ghirar- 
delli, it wffi rank second in the mark et al o ngside Godiva 
bet behind See’s Gandies. . William Hail, Zurich 

■ BANKING 

Komercni Banka raises provisions 

Komercni Bania,the Czech Republic’s biggest bank, yes- 
terday said it would make K533hn (?97.58m)af new provi- 
sions in its 1997 accounts, but it still expected to make a - 
profit- Tbe bapk. which is 48.7 per cent state-owned .but 
set for ftfll privatisation, said a revaluation of real estate 
properties used as collateral for loans had shown the need 

for K510.5bn of additional provisions. It said it would 
cover this by taking KE7bn from existing provisions for - 
general banking risk and by creating KC33bn of new pro- 
visions. - 

As of September 30 1997, Komercni had ££18.6bn of pro- 
visions to coyer overdue. loans. However, no interest bad 
been paid for more than a year on K555bn of them. Under 
western hanking regulations these loans would have to be 
fully provisioned against, but Czech regulations allow 
banks to subtract collateral from their provisioning ’ 
requirements.. . ■■ ■ ; 

Net profits fell 63 per cent in the first nine months of 
last year to K£L82bnand it made K64.8bn of new provi- 
sions. In 1996 it made foil-year profits of KC536bn after . 
creating reserves and provisions for loan losses of 
K55.93bn. Robert Anderson, Prague 

■ STEEL INDUSTRY 

VSZ takes stake in DAM 

VSZ, the Slovak steel group, has paid a nominal <1 for 
68.15 per cent of the troubled Hungarian state-owned r.’.'l 
steelmaker DAM. VSZ paid another Si for DAM’S Ft2-8m 
debt to the Hungarian state p r i v a tisation company APV. 
The Slovak company has agreed to make a capital injec- 
tion of Ft4.5bn ($21 An) in three steps, comprising ah 
immediate payment of Ft2bn, another Ftlbn within 180 
days and a final FtL5bn within 15 months. APV.wfll foject 
an equal sum in fresh capital ait the same tima as the VSZ 
payments. Kester Eddy, Budapest 

■ POLAND 


BRE reports record profit ; 

Poland’s Export Development Bank, (BRE). which is 48 per 
cent owned by Commerzbank erf Germany, has reported a 
record 1463m zlotys ($41 m) net prafit for last year - a 273 
per cent increase on its 1996 net earnings, j . '-.'-Z .. 

The result came on 54 per cent growth in the bank's bal- 
ance sheet to 63bn zlotys and a 72 per cent rise In dcsXo- 
iis. while lending to clients rose 44 per cent. The slower ^ • 
lending rate and a doubling otthe bank’s capital to 81&& - 
zlotys saw BRE’s capital adequacy ratio grow from I2per 
cent in 1996 to 153 per cant at the end of last year. Com- 
merdal and Investment banking activities now account .: 
for the bulk of its earnings. . ‘ ‘ V 

■ ALCATEL ALSTHOM 

Stake raised In joint venture : - 

French engin eering group Alcatel Als thorn said yesterday 
it had bought a 49 per cent stake held by Sprint Corp of 
the US in their joint venture company, Alcatel Data Net- 
works. No value, was given for the deal Alcalal Data Net- 
works specialises in data transmission and cellular tech- 
nology and was created by Alcatel and Sprint in 1993. 

Reuters, Paris 

m IMPORT INSPECTION 

Ivory Coast renews SGS contract 

Soci6t§ G€n6rale de Surveillance, the world's biggest test- 
ing and inspection company, has had its import inspec- 
tion contract renewed by the government of the Ivory 
Coast for another two years. It is the third new contract 
for SGS in the last m onth and gng gaatc f orei g n govern- 
ments have not lost faith in the company in spite of its 
recent admission that it paid a substantial fee to a Geneva 
lawyer to start up a pre-shipment inspection programme 
for the Pakistan government SGS lost that contract last 
year following a change of government Last month Tan- 
zania awarded SGS an exclusive mandate to check all 
goods enter i ng the country and the Cameroon govern- 
ment also renewed Its contract with SGS. SGS shares 
were one of the worst performers on the Swiss stock 
exchange last year and have continued to fall this year 
because of concerns about the company’s exposure in 
Asia. 

William Hall 





named Euromoney’s “Risk Advisor of the Year” two years running. To explore 
answers to the questions above, as well as others, we invite you to call 


Kevin Ferrell in New York at 212-250-4773 


Architects ofXfalue 


USD 140,000,000 

CRI INSURED 
MORTGAGE 
ASSOCIATION INC 

Guaranteed Secured 
Floating Rate Notes 
due 1998 

Interest Rate 6.0625% 

Interest Period 

January 12. 1998 
ApnJ 14. 1998 
Interest Amount due on 
April 14. 1998 per 

USD 24.285.72 USD 376.26 

G BANQUE GfiNtRALE 
du Luxembourg 
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London • Tokyo 
44 - 1 71 - 982-3561 81 - 3 - 3286-0145 


Kuala Lumpur 
60 - 3 - 201-9277 


Sydney 

61 - 2 - 9259-9173 


New York 
212 - 250-5952 


KIME FAR EAST FUND PLC 

Please note that the date of the Noteholders' 
Meeting previously advised, is the 26th 
January 1998 at 9.00 am at Ulster Bank 
Group Centre, George’s Quay, Dublin 2. 
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As never before, successful asset management processes and innovative resources— such as 


requires global reach and local Knowledge. 


our global Grassroots™ research network of 
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Indeed, in today's markets, global and over 37,000 industry contacts— we’re able 

focal are . inseparable. Global management to respond to the needs of some of 

necessitates on-the-ground knowledge of local the world's most discerning clients. The 

opportunities. Local investment requires an focus? Superior performance and customised, 
intensive understanding of global economic and value-added solutions. 


market trends. Both must be delivered through 


With our strong culture and heritage. 
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a single/ disciplined Investment process. 


Dresdner RCM Global Investors stands at 


■>*£/ Dresdner R‘CM Global Investors, our the forefront of global investment in countries 

• 'extensive global infrastructure of investment, all around the world. After all, they're countries 
.^.^^ert-’rservice and .operations professionals we call home. 


VCis; strategically positioned in every corner 


Dresdner RCM Global Investors. 


of; the - world. With bur rigorous investment' Worldwide. Worldwise. 


£3 Dresdner RCM Global investors 
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Deutsche Bank acquires Baillieu 


By Gwen Robinson 
in Sydney 


Deutsche Bank has acquired 
the business of EL & C Bail- 
lieu, one of Australia's oldest 
corporate finan ce and stock- 
broking companies, for an 
undisclosed sum. the Ger- 
man hank said yesterday. 

The acquisition is the lat- 
est sign oF growing interest 
among leading off-shore 
banks in Australia’s broking 
and investment banking 
industry. It follows last 
month's purchase by the 
Dutch bank ABN Amro of 
BZW's Australian and New 


Zealand operations for 
ASll6m (US$76m) and s 
before that, the acquisition 
of the Australian broker RIv- 
kin Croll Smith by Toronto- 
Dominion Bank and Merrill 
Lynch's merger of its Aus- 
tralian operations with 
McIntosh Securities. 

Klaus Albrecht, chief exec- 
utive of Deutsche Bank 
Group in Australia, pre- 
dicted there would be fur- 
ther mergers and acquisi- 
tions in Australia’s finance 
sector amid growing compe- 
tition and rationalisation. 
Other leading international 
investment banks were 


examining potential candi- 
dates for acquisition, he 
said. "This rationalisation 
will go on, and I would not 
be surprised if that included 
some of the investment 
houses in London and New 
York looking at Australia." 

■ Deutsche Bank, however, 
was hot planning further 
acquisitions in Australia. 
The German bank would 
remain in the wholesale 
banking business and finan- 
cial markets there, and was 
unlikely to expand into 
retail banking, Mr Albrecht 
added. The acquisition of the 
109-year-old Melbourne-based 


broker would enhance Deut- 
sche Bank's corporate 
finance presence in Austra- 
lia and strengthen its service 
offering investment and cor- 
porate banking to large Aus- 
tralian corporations, he said- 

Cliva Smith, chief execu- 
tive of Baillieu, will become 
deputy chairman of DMG 
Australia. Mr Smith said the 
deal would meet the growing 
needs of clients for "ready 
access to the international 
capital markets". 

The acquisition will 
involve the Integration of 
Baillieu ’s corporate finance 
team into Deutsche Morgan 


Grenfell, the German hank’s 
investment banking, arm.. 
Initially, Deutsche Rank had 
planned to integrate Bail- 
lieu’s Stockbroking arm iritn 
its Australian operations.. 
However, Mr Albrecht' said 
this would have entgiTwd sig- 
nificant J, loss of jobs". 

Baillieu' s existing stock- 
broking business will be con- 
ducted under the ownership 
of its executives and -under . 
-its Original nama. 

However, the two dampa 
nies share many blue-chip 
clients arid are likely -to 
co-operate closely, said ana- 
lysts. 


Waiver 
hits shares 
in Malay 
groups 


ASIA-PACIFIC NEWS DIGEST 


Nalco set for 
profits advance 


By Sheila McNulty 
in Kuala Lumpur 


WorldCom eyes entry into Japanese market 


By Michiyo Nakamoto in Tokyo 


WorldCom, the fast-expanding US 
telecoms operator, is considering 
entering the Japanese market when 
rules restricting foreign ownership 
of telecoms carriers are lifted this 
year. 

WorldCom, which last year won a 
hotly contested battle for MCI. the 
US long-distance operator, is expec- 
ted to launch domestic and interna- 


tional phone services for corporate 
users by building its own fibre-optic 
facilities. Such a move would be the 
first entry for a foreign carrier into 
Japan's Y13.400bn ($102bn) domestic 
market, one of the largest in the 
world. 

The company would not confirm 
the plans to enter the Japanese mar- 
ket. However, Takehiro Ikeuchi. 
president of WorldCom Japan, said: 
"There is no foreign telecoms opera- 


tor foolish enough not to consider 
entering such a big market-" 
Liberalisation by the Japanese 
government is expected to attract 
foreign telecoms carriers looking to 
take a slice of the lucrative Japanese 
market. In particular, the deregu- 
lation of simple international resale 
unveiled last month and the lifting 
of restrictions on foreign ownership 
of Type One telecoms carriers which 
own their own networks, are expec- 


ted to accelerate foreign inroads into 
the Japanese market. 

With the liberalisation of interna- 
tional simple resale, a US carrier 
could set up a Japanese arm,' lease 
an international line across the. 
Pacific and connect its network in 
the US with its Japanese network. 
By doing so it should be able, to 
bypass the Japanese link of the 
international line and the settlement 
charges it pays to the Japanese side. 


We would like to thank 
the hundreds of institutional clients 
and the following participants who together made our 
Sixth Annual Global Telecommunications Conference 

a tremendous success. 


360° Communications 
ALLTEL 

Asia Link Holdings Limited 

AT&T 

Avantel 

Bell Atlantic 

Bell Canada (BCE) 

Brooks Fiber Properties, Inc. 
Cable & Wireless 
GANTV 

The Carphone Warehouse Ltd. , 
Cellular Vision USA 
CIENA Corporation 
Cincinnati Bell Inc. 

COLT Telecom Group 
COMSAT Corporation 
Cox Communications, Inc. 

CTC 

Deutsche Telekom 

Excel Communications, Inc. 

General Communication, Inc. 

Grupo Iusacell 

GTE 

ICG Communications, Inc. 
Intermedia Communications, Inc. 
Japan Telecom Co., Ltd. 

LCI International 
McLeodUSA 

Metromedia Fiber Network, Inc. 
MetroNet Communications 
MJD Communications, Inc. 

Mobile Telecommunication 
Technologies Corp. 


Nextel Communications, Inc. 
NEXTLINK Communications, Inc. 

NTL Incorporated 
Omnipoint Communications 
Omnitel Pronto Italia 
Pacific Gateway Exchange 
Portugal Telecom, S.A. 

Press ler & Associates 

Primus Telecommunications Group, Inc. 

Qwest Communications 

RCN Corporation 

RSL 

SBC Telecommunications, Inc. 
SMARTALK Teleservices, Inc. 

Sprint 

TEL-SAVE Holdings 

Telecel Commun icagoes Pessoais, S.A. 

Telecom Argentina 

Telecom Italia Mobile 

Telecom New Zealand Limited 

Tfelefonia de Argentina 

Telefonica de Espana, S A. 

Telefonos de Mexico, S.A. de C.V. 
Telegroup 

Teleport Communications Group 
Teligent 

United States Cellular 
Vanguard Cellular Systems, Inc. 

Viatel, Inc. 

Western Wireless Corporation 
WinStar Communications, Inc. 
WorldCom, Inc. 
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Malaysian investors 
abandoned the shares of the 
politically well-conn ected 
companies Benong and DEM 
.yesterday after authorities 
granted them- special privi- 
leges which analysts said 
demonstrated the govern- 
ment’s lack of commitment 
to institutional regulations 
and transparent corporate 
governance. 

The sell-off was so swift 
that the authorities 
annnnn^ within a minute 
of trading that they were 
suspending the companies’ 
shares until Wednesday “to 
allow time for investors to 
digest announcement on 
tiie latest development", hi 
the 60 seconds before the 
suspension was announced, 
UEM plunged 30 per cent to 
MS2L27 and Benong slid 28 
per cent to M31.30. 

"The bottom just fell out 
of the share prices," said 
Jonathan Duckett, analyst 
at Paribas Asia Equity. That 
weighed on investor senti- 
ment enough to result in a 


Na Hmiai a ft rm inform Company, India’s largest aluminium , 
group, win raise tw* profits to . well over Rs6bn ($151m) in' 
the year to end- March compared with Its5.02bn last year,: 
-according to analysis* The group lifted net profits 17 per ^ 
cent to Rs2.425bn in the first half. . / 

UBS Securities (India) said Nalco. would earn net profits 
of nearly RsSJ&n in the currant year, lifting earn m g s per 
share from Rs&S2 a year earlier to Rs4-80. According to . • . 
Un Securities, profits will jranp toBs6.77bn_ 

SJS1. JohrL chairman, said: “There is hureason. why ,‘v. 
Nalco gfwinTrT not cmce agato be eamihg net profits of over 
Rsfibn. The IS95-98 profits were Rs6.i5bn. We are r aising - : 
metal production by about 7,000 tonnes to ZLOjXQ tonnes. .' 
Our ainmina production will be up 63,000 tonnes to 870,000 
tnrmcs We are among the world's lowest-cost producers 7 
of ahnnhia and our cost of production of the metal is-' ' 
nearly yias a tonne lower the world average." • • 

According to Mr John: "The group is the country’s larg- 
est exporter of alumina and al umini um and - it stands to . - 
benefit from the recent sharp fall in the value of Indian .. ■ . 
currency. At the game the fau in the value of rupee . 
and toe raising' of customs duty on aluminium ingots to 
22 per cent from 16 per cent have made the task of selling 
the in' the domestic market easier. Like last time,' - 
Nalco will be dosing the current year with negligible 
stocks of the metaL" , .' 

Mr John said the group was awaiting the final set of . 
government approvals for raising the smelter capacity by 

115.000 tonnes to 345,000 tonnes and coal-fired power gen- 
eration capacity by 120MW to 84QMW on an investment of 
nearly Rs21bn. Nalco is iWipimmenting- a Rsl6.65bn project . 
to double the bauxite mining capacity to 48m tonnes and- 
raise the alumina refinery capacity to L575m tonnes from 

800.000 tonnes. . KunalBose, Calcutta 


SINGAPORE 


UEtt/Renong 


Banks plan merger 


uem * 

(toft scklej. !' 


Jan . , 1997 

Source OOmmiKV 


Keppel Bank and Tat Lee Bank, two small independent 
Singapore banks, announced yesterday a proposal to 
merge, in what analysts said was an effort to form one > 
large, strong finan cial institution that could compete 
regionally. 

The banka said the Monetary Authority of Singapore ... 
had approved the planned merger, which would bring 
combined shareholders’ funds to S$3bn (USSlbn). Total 
assets of the combined group would exceed S$33bn. 

The banks are involved in similar activities and both — 
have finance companies as well as insurance and stock- 
broking businesses. Analysts said the authorities had . - 
been encouraging a consolidation of the banking sector to 
strengthen it as part ofa long-term strategy to boost - . .. 
global competitiveness. Sheila McNulty. Kuala Lumpur 


2.85 per cent drop in the 
benchmark Composite Index 
to 477.57 points by the end 
of trading. 

Malaysian authorities 
reaffirmed at the weekend a 
waiver granted to UEM 
which excuses the road toll 
company from having to 
make a general offer for the 
remaining shares of its par-, 
ent Benong. Regulations 
required the offer after UEM 
purchased a 32.6 per cent 
stake in the ailing Benong. 

Investors abandoned the 
shares when the waiver was 
first announced in Novem- 
ber, leading Anwar Ibrahim, 
finance minister and deputy 
prime minister, to revoke it 
Authorities had been consid- 
ering the matter ever since. 

The UEM deal, for which 
it had to borrow M$2.4bn 
(US$52 lm), was seen as a 
politically sanctioned and 
farced bailout of a heavily 
indebted parent company by 
its subsidiary. 

Benong is in effect con- 
trolled by the United Malays 
National Organisation, the 
nation’s dominant political 
party. 


SHIPPING 


Cosco to combine units 


China Ocean Shipping Company (Cosco) is to merge two : 
units - Cosco Bulk Carrier and Tianjin Ocean Shipping — 
to form a bulk carrier with assets of Yn20bn ($L5bn). The 
company will be based in the northern port city of Tianjin 
and employ 11,000. ; 

The merger is part of Casco's efforts to concentrate on 
specific areas of business in leading Chinese port cities. *• 

, The company said the next step would bean equity 
restructuring which was likely to involve a public stock . . 
listing. Dow Jones. Beijing I 


PROPERTY 


Metro Pacific to raise 14bn pesos 


Metro Pacific, the Philippine property arm erf Hong Kong- 
based First Pacific, said its board approved in principal a • 
plan to raise I4bn pesos ($194m) through a rights issue' / * 
within the first half of the year. . - 

In a notice to the Philippine Stock Exchange, it said 
proceeds would be used to retire a “significant portion"-pf 
the debt of First Pacific and fund the capital spending pro- 
gramme of its Smart Communications unit. Metro Pacific . 
said First Pacific gave its “foil support” to the issue and J I 
declared “its willingness to subscribe to its proportional 
share of any such issue”. First Pacific was also willing to 
take up the full issue if other shareholders refused to join 
the offer, it said. ' : ' 

The terms win be deter mine d by the managemen t and . 
underwriters, which have yet to be chosen by the 
company. AFX-Asia, Manila 


This announcement appears as a matter of record only. 
Januaiy 1998 



Europe's leading manufacturer of 
trailers and semi-trailers 


has effected a recapitalisation 


in connection with a 


controlling equity 


investment 


Littlejohn Partners I, L.P. 

Greenwich, Connecticut 
U S.A. 
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A letter from R. W. 'Tiny' Rowland 

LONRHO-JCI 

How to value Lonrho shares in 1998 
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Lonrho will shortly present the results for the past year to the financial press. Lonrho's 
.■; share price has under performed the FTSE-100 Index by more than 80% over the last 
2 years. Lonrho is out of the Footsie-100 and today close to leaving the FTSE-250 Index. 


LONRHO/FTSE CHARTS 

LONRHO PLC SHARE PRICE 1996/97 (WEEKLY DATA) FTSE 100 INDEX 1996/97 (WEEKLY DATA) 
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Welcome to die second division. Ptoor performance - not the result of 
external factors but of management - must be the herald of 
fundamental change at board level, where die decisions were taken 
under chairman Sir John Craven and finance director Robin Whitten. 
Sir John Craven advised Lonrho when he was at Deutsche Morgan 
Grenfell and Robin Whitten was previously finance director of Slater 
Walker at the time of its collapse. 

When I left Lonrho, the new board acknowledged that ‘the 
magnificent legacy we enjoy today' was owed to my 'energy and 
vision* in starting or bringing in every one of the group's 800 
companies worldwide (excepting Tariff). We went from £200,000 to a 
billion phis company. Today my shareholdings are far larger than the 
total shares held by the Lonrho board, and I feel free to put informed 
°vit‘ws before- my fellow shareholders who arehbfr repeatedly asked to 
ratify dedsions. which have, so fei; led the company down the other 
side of the asset mountain, destination unknown. Looking at ill- 
advised moves during 1997, Lonrho: ... 

• continued to divest itself of investments producing earnings 
outside the sensitive African continent, 

• undermined any 'Lonrho Africa' flotation by deciding to sell 
Lonrho Sugar; the best and by far the largest part of the original 
proposal, 

• trapped the company for fifteen months in exclusive but dead-end 
negotiations over Lonrho's Princess Hotels, . 

• entangled itself in a series of proposals and counter-proposals from 
' the enfeebled South Africa mining house of JCJ, 

• failed to inform shareholders about changes in the company's 
^strategy and policy. 

For performance, versus promise, consider the stream of public 
announcements made by Lonrho's board during the past 3 years and their 
failure to reach any objechves; . . 


FORECAST 


Lonrho to demerge into 
! mining,' hotels and. trading , 
to establish the real value of . 
Lonrho's assets at up to 275p 
per share. ' 


Lonrho to demerge mining 
assets. 


Lohmo to float two hotel ! 
chains for £700-£800 million. 
Heavy publicity given to the 
launch arid to Lonrho 
appointees.' ■ r .* • - 


Lonrho to demerge African' 
trading assets. (J an ‘9Tf ... 


Newly-appointed Chairman 
Sir John Craven publicly 
pfoxhises to take info account 
“aH shareholder interests and 
to guideXonEho's board in. 
theprocessoifshareholder 

-value creation, , • ■V„ ; 


Analysts revise potential share value to 
175*2b0p after destruction of shareholder 
value. ' 


Lonrho offered its best mine (LPD) to its 
junior partner, Gencoc on very poor 
terms for Lonrho. 


Lonrho sold the Metropole chain (with its 
excellent Sterling cash flow) for a loss of 
£87 million in book value. Stakis, the 
buyec announced in November a 92% 

. profit boost owed mainly to the 
acquisition of the Metropole Hotels. 1 


• Lonrho instead considered asset 'sales, 
then sold off key asset Lonrho Sugar to 
niovo jeopardising a 'Lonrho Africa' 
flotation. IBovo directors hailed the deal 
as their best even 


In August '96, at the time of the hold hype 
SBC Warburg valued the Princess Hotels at 
£361 mlDion for Lonrho. Last month. 
Lonrho shareholders had to read in the 
press that the Princess deaL after no less 
than 13 months of negotiations at 
£220*£250 rmffioir, had been called off 
bylhePnnce. 


Lomho's share pride has lost 40% since 
his appointment He has made no policy 
Statement rior explained the collapse of 
the share price (see chart). Some of Iris 
board colleagues have tried to merge with 
jd itself a financial disaster area. 


Haring seen five share price plunge by . 
35% afteTtius arm ounoinent Lonrho's 
, board and their advisers DMG reportedly 
.'panicked' . J One influential Lonrho board 
member has adear conflict of interest and 
many investors and analysts question toe 
medtof the deal.. 


There is ho sign of any such thing. 

Sir John Craven had standing when he 
was at DMG but has had a negative 
impact at Lonrho. He came in at 155p 
IastMareh - today 85p. 



fO - TAVISTOCK - LONRHO 

Bearing in mind the demonstrable shortcomings of Lonrho's decision 
making, can shareholders believe that any variant of the proposed JCI - 
Lonrho structure will address the problems that our company has, or offer 
hope for the financial future? 

' Lonrho executive director Terence Wilkinson comments from London: "I guess 
we'll wait a few days and that get in touch with Vaughan Bray. We did make 
an offer to JCJ last month to which we have not really had a reply, ,4s far as 
we are concerned that offer remains on the table. 

SA FINANCIAL MAIL. 9 JANUARY 1996 

The present outline is that Lonrho would make an offer for JCI which would 
, result, it is said, in more or less buying in a controlling stake of 27% in 
Lonrho. JG, however does not own the Lonrho shares yet They are going 
to swap their only two good gold mines for the shares and this deal will 
assist Anglo-American to disinvest from Lonrho - thereby satisfying the 
requirements of the European Commission - and also to bury the enormous 
hit Anglo took on their purchases of Lonrho shares. So far they have lost 
about 150 million Sterling 

Vie as Lonrho shareholders are to buy something which has not yet been 
bought, from JG which is itself in the utmost state of turmoil, and whose 
directors have detached their new chairman from executive duties 
reportedly because he had not conformed to the concept of corporate 
governance prevailing on the Johannesburg Stock Exchange. That 
chairman, Mzi Khumalo, is said to expect to join the Lonrho board in toe 
event of a merger 

A very marked problem, as I see it, is that the Lonrho offer is reportedly for 
£300 million plus new issued shares. Any issue of new shares makes a 
mockery of the idea of buying-in' shares in the first place, and cancels any 
positive effect it might have on shareholder value. Neither the directors of 
Lonrho nor the directors of JCI have found it necessary to explain the 
contradictions. Mr Khumalo has deferred his obligations and said 'my first 
report... as executive chairman, will not be incorporated into the Annual 
Report of the Company'! From what he has to say, the future of JO itself is 
both confused and confusing 

'/C/'s options range from a total break-up to reconstruction of all the assets 
under a new management team minus Khumalo and former partner Brett 
Kebble. It is difficult to envisage a future role for Khumalo, who has suffered a 
palace revolt by his senior executives and been effectively reprimanded by his 
board over the SMC deal " 

SA FINANCIAL MAIL 9 JANUARY' 1996 

Yet another Lonrho-JG entanglement of questionable merit is toe plan for 
Lonrho to buy Tavistock Coal for cash from our new friends. Lonrho must 
be in love with JCL How depressing it is for shareholders to see all the 
company assets in Europe and the United Kingdom sold, and as their only 
reward from all the promises that have been made, watch most of the 
money raised sunk into another coal mine is South Africa while the 
dividends shrink. Can this be what all the 'restructuring' and ‘de-merging 
was for. and is this the long-awaited birth of the collective brain-child of 
Deutsche Morgan Grenfell and our board? 

On closer examination, the logic for Lonrho to merge with JG looks both 
theoretical and unstable. In my opinion, it will drag the share price down 
and tip the asset and management balance far too heavily to South Africa. 
Lonrho shareholders and investors should remember the danger of 
endorsing the appointment of anyone connected with Anglo- American to 
the Lonrho main board, bringing the influence of that elephant sized 
company to Lonrho's best assets: Lonrho Platinum and the Ashanti holding 
The European Union may have ruled Anglo's stake in Lonrho out of order - 
but Anglo has lost more than a billion Rand investing in Lonrho, and won't 
walk away. Anglo invented JCL owned JG, ran JG, and their nominee to 
the JCI board has now stepped into Mr Khumalo’s warm boots. 

The outcome for JG, with investors (including the unions, who are sizeable 
shareholders) reportedly furious over toe terms and information on the 
‘shares for mines' swaps, is not certain. 

*If Soflife wants to block the sale of the gold mines to Anglogold it should be 
able to. No date has yet been set for tire shareholders' meeting . ' 

SA FINANCIAL MAIL 9 JANUARY 1998 

Anglo is back seat driving at JCI, but unable to vote its official 17.9% at the 
ECM where the decision to part with JCI's best gold mines in order to 
receive a controlling stake in Lonrho from Anglo (the present owner), must 
be ratified by JG shareholders. 

. “Market sources indicate Soflife will also take a hard tine on the terms of any 
Lonrho merger. Lonrho is out to acquire JCI on bargain terms and must bump 
heads with Saflife's executives, who want their money back out of the 
disastrous JCI investment," SA FINANCIAL MAIL 9 JANUARY 1998 

• As in so many recent cases Lonrho's board has started at the wrong end 
.of toe deal Premature announcements and publicity come first, results 

' for Lonrho shareholders are secondary. 

• Will Lomho's new chairman. Sir John Craven, put his name behind the 
LonrhcyJQ merger and convince Lonrho shareholders of the logic in 
putting toe proceeds of asset sales that have gutted toe company into 
coal mines in South Africa? 

• .Lonrho's board is talking about offering equity as part of a bid for JCL 
The only reason given for the JG deal is to buy back Lonrho's shares. 
Offering new shares would dilute the intention, leaving only a 
questionable JG deal in which Lonrho would buy coal and Anglo’s 
leftovers for an overvalue. 


SHAREHOLDER VALUE 

At Lonrho's last EGM shareholders recall their chairman Sir John Craven 
saying that he would do his best to create shareholder value, advising and 
leading the Lonrho team to do so. Will he comment on his performance as 
manifested in the chart of the Lonrho share price. 


Sir John Craven appointed chairman 
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‘While Sir John Crmvn a«s Clubman al Deutsche Morgan Crenfdl. the owners Deutsche 
Bank had it< support DMG with £3S0 million. While he has been chairman of Lonrho 
shareholders have seat £430 mi/ILn r wiped off the value of their company. 

CONFLICT OF INTEREST 

A strong protagonist of JO on our board is Mr Wilkinson, the managing 
director of Lonrho SA_. who has now moved to London. 

*! Wilkinson is understood to be strongly in favour of a JCJ/Lomho merger and 
is earmarked to be CEO of the merged group.' 

SA FINANCIAL MAIL 18 JULY 1997 

‘It was believed at first that Naim (JCI’s ex-CEO) left because of Khumalo's 
actions in dealing behind the backs of the JCI board ; it now seems he was 
forced to clear the way for ( Terence ) Wilkinson to take over as CEO when the 

Lo^ar^r^t trough.’ SA FINANCIAL MAIL. 5 DECEMBER l'W 

‘However. Khumalo suggested that Lonrho SA chairman Ttrence Wilkinson 
could step in as CEO of the merged JCI-Lonrho company. ’ 

SA BUSINESS DAY. 15 DECEMBER 1997 

‘Khumalo has said that as soon as a merger with Lonrho was effected, he 
envisaged Terence Wilkinson becoming CE and himself moving into a non- 
executive position.' 

^ SA SUNDAY TIMES. 21 DECEMBER 1997 

Terence Wilkinson has pestered Lonrho for a Lonrho-JCI merger and 
subsequently for an overvalued coal deal with JG. 

• Will the Chairman assure Lonrho shareholders that Terence Wilkinson, 
given his dear conflict of interest in the JG matter, will not be allowed to 
participate in negotiations with JCI or be allowed any vote on these 
matters? His ability to discharge his fiduciary duties to all Lonrho 
shareholders is more than in doubt if he is allowed to do so. 

PRINCESS HOTHS 

Just a short reminder of those promises: 

‘The announcement of our intention to float Lonrho's Princess and the 
Metropole operations is further evidence of our efforts to enhance shareholder 
value. Market conditions are currently attractive for the sale of hotel assets 
and the Board believes that the flotation of Princess Metropole will be 
beneficial to shareholders of Lonrho. ' 

SIR JOHN LEAHY, THEN CHAIRMAN OF LONRHO. 
12 AUGUST 1996. PANMURE GORDON V97 

1 While certain quoted companies will share some of these attributes (list of 
positive attributes relevant to the valuation ) with Princess Metropole, there is 
no single UK quoted hotel company which encompasses them all— 

Because of the importance of Princess to the group, it is also appropriate to 
look at US hotel valuation benchmarks-. 

Metropole - 1996 Valuation : £326m, Princess - 1996 Valuation : £362 m.' 

SBC WARBURG. AUGUST 19% 

If press reports 4 were correct, then Lonrho's board, in toe 15 months they 
have let the Prince bargain with them, has managed to lower the value of 
the Princess Hotels from SBC Warburg’s target of £361 m to a figure of 
£220m-£250m. Now’ that the dealings with the Prince are off. Lonrho's board 
has hired Deutsche Morgan Grenfell again to find them potential buyers for 
the Princess hotels. Millions and many millions are flowing out for 'advice' 
on basic commercial matters. 

THE FUTURE 

Lonrho's directors have not fulfilled their first duty to shareholders - that of 
malcing thwn money. 

Lonrho's board has devastated shareholder value to a point where it is no 
longer acceptable. Did you know, for example, that Stakis, the small casino 
company which bought our Metropole Hotels now has a higher market 
capitalisation than Lonrho? 

Everything that could be easily sold has been easily sold at poor prices. We 
are out of the United Kingdom and out of Europe and our two remaining 
assets in the Americas, Hondo Oil and the Princess Hotels, have toe usual 
sale sign up. 

During the last months, non-performing directors of several UK companies 
(e.g. Lonrho's non-executive director Stephen Walls at Albert Fisher Pic 5 ’) 
have lost their positions or come under immense pressure for their 
commercial performance. 

Our board is being led towards toe unattractive JG merger by South African 
director Terence Wilkinson, who has no relevant experience outside that 
country that I know o£ My recommendations are: 

• That in the tight of Lonrho's three years' failure to perform, the board must 
shed toe non-executive directors Walls, Harper, Leahy, and executive 
director Wilkinson, then review policy and strategy, 

• and that any negotiations with the intention to acquire JO should be 
brought to an end as soon as possible. 

Yours sincerely 


PS. Value by Market Capitalisation - 
STAKIS 

2 January 1996: £387 million 
9 January 199B; £716 million 
Congratulations Stakis! 


R.W. Rowland 

LONRHO 

2 January 1996: £1,367 million 
9 January 1998: £675 million 


12 January 1998 
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EMI and 
Sony quit 
Boosey race 


By Alice Rawsthom and 
David Blackwell 

EMI and Sony, two of the 
front runners to buy Boosey 
& Hawkes, tbe classical 
music publisher and musical 
instruments manufacturer, 
are believed to have dropped 
out of the bidding. 

Carl Fischer, the US music 
publisher that put Boosey 
up for sale In May after 
announcing plans to sell its 
45.3 per cent stake, is under- 
stood to be keen to still sell 
the company to a third 
party. 

But the withdrawal of EMI 
and Sony, two of the world's 
largest record companies 
and music publishers, may 
prompt Fischer to consider 
alternative proposals. These 
could include placing the 
shares on the stock market, 
or selling them to Boosey 
itself. 

Charles Abry. president of 
Fischer, refused to comment 
in New' York yesterday on 
the slow progress of the 
proposed sale. Richard 
Holland, Boosey’s chief 
executive, also declined to 
comment. 

Boosey. which owns Rico 
reeds and Buffet Crampon 
flutes as well as the publish- 
ing rights to prestigious 20th 
century compositions by 
R akhmanin nv and Stravin- 
sky. attracted strong interest 
when it came up for sale. 

The company's shares 
reached a 12-month high of 
£10.75 In August amid 
mounting bid speculation. 
They have since weakened, 
and slipped by 25p to 775p 


yesterday, thereby valuing 
Boosey at £l52m. 

Sir Colin Southgate. EMTs 
chairman, made no secret of 
his hopes of adding Boosey’s 
classical catalogue to EMTs 
fast-expanding music pub- 
lishing interests. 

After months of attempt- 
ing to start negotiations 
with Fischer. EMI is under- 
stood to have made an offer 
for Boosey late last year. 

Fischer is believed to have 
rejected the deal, on the 
grounds that the price was 
too low. EMI, which would 
have sold off Boosey’s musi- 
cal instruments division, is 
thought to be unlikely to 
make another offer, unless 
Fischer is willing to accept a 
lower price. 

Sir Colin, whose appoint- 
ment as chairman of the 
Royal Opera House is set to 
be confirmed today, has 
formed a joint venture to 
buy Waterstone’s. the UK 
bookshops, from retail group 
W.H. Smith with Tim Water- 
stone, the chain’s founder. 

Sony also emerged as an 
early contender to buy 
Boosey, and spent several 
months scrutinising the 
business. But it is believed 
to have decided last month 
for strategic reasons against 
making an offer. 

PolyGram, the Dutch 
entertainment concern 
which has also been mooted 
as a possible purchaser for 
Boosey, declined to comment 
yesterday. 

Other possible bidders are 
Yamaha or Steinway/Selmer, 
the musical instrument mak- 
ers. 


Deteriorating relations with Luton airport prompt revised offer 

Easyjet bid for Air Holland 


By Michael Ska pink or, 
Aerospace Correspondent 

Easyjet, the UK low-fares 
airline, is to submit a bid to 
acquire Air Holland, the 
Dutch charter operator, to 
establish a new hub in 
Amsterdam. 

Stelios Haji-Ioannou. 
Easy Jet's chairman, said he 
could submit a bid for tbe 
privately owned airline 
today. The move follows a 
deterioration in EasyJet’s 
relations with London’s 
Luton airport, where most of 
its operations are based. 

Mr Haji-Ioannou, who 
launched Easyjet in 1095. 
said last year that he was 


mrrei raring setting up a new 
base at Amsterdam's Schip- 
hol airport, from which he 
could operate . flights to 
southern Europe, 

He said he was interested 
in Air Holland’s seven Boe- 
ing aircraft and its Schiphol 
take-off and landing slots. 
Mr Haji-Ioannou said that he 
submitted a bid to buy Air 
Holland late last year but it 
was rejected as being too 
low. He said that after dis- 
cussions with the company 
yesterday, he planned to 
submit a revised bid. 

Mr Haji-Ioannou said he 
was also discussing co-opera- 
tian with Air Holland which 
would not involve acquiring 


the company. He was inter- 
ested in using one of Air 
Holland's Boeing 737s to 
operate nights from Amster- 
dam to Nice, Barcelona and 
Palma, Majorca. 

Air Holland has also 
attracted the interest of 
Schreiner Aviation, which 
operates flights for other; air- 
lines. 

Easyjet was angered last 
year when Luton excluded 
the airline from the list of 
companies bidding to run 
the airport Luton expects to 
name a short-list of two bid- 
ders to run the airport in the 
next few days. i‘ 

The airport said yesterday, 
that it had complained to the 


Advertising Standards 
Authority about advertise- 
ments' that Easyjet had; 
placed in local newspapers. 
The advertisements, entitled - 
"Don’t let than bufld the Taj - 
Mahal on your airport”, 
alleged that Luton's develop- 
ment plans were too ambi- 
tious and would make it dif- 
ficult for Easyjet to operate. 

John Kingsford, the air- 
port’s marketing director, 
said Luton regretted having 
to complain to the ASA but 
it could not accept EasyJet's 
public allegations. Mr Kings- 
ford said; “We would prefer 
such_ thiugs were discussed 
in private. Our future is 
together." 


Banana 
venture 
sees rise 
at Fyffes 

By David Blackwell 

A leaner, meaner operation 
at its Geest joint venture 
helped Fyffes, the Dublin- 
based fresh produce group, 
increase pre-tax profits 11.5 
per cent last year. 

The first fall 12-month 
contribution from the Geest 
venture, owned jointly with 
the Windward Island 
Banana Development Com- 
pany, was the main factor 
behind a I£3.5m (34.89m) 
increase in operating profits 
from associated undertak- 
ings to l£15.1m (£13. 5m). 

Pre-tax profits for the 
year to October 31 rose to 
I£54m (l£48.5m). Turnover 
grew 2 per cent to I£1.48bn 
(I£1.43bn). 



LEX COMMENT 



Tomkins - • may • feel- ■ 


aggrieved at the morose 



more than 3 per cent. But 
the company’s fhilure to 
confirm any further tight- 
ening of Us over-capital- 
ised balance sheet. in 
addition to the JS.lOOm .. 
($163m) share buy-back 
already announced - was ' 
disappointing. Its reticence 
suggests it has not quite 
shaken off the antiquated 0S 


idea that acquisitions need 
cash 

regardless 

the cost of capital. If 
decent acquisition opportunities come up after a buy- 
back, bankers and shareholders will be delighted to stump 
up the c ash That said, the mini-conversion at the con- 
glomerate - that prompted talk of a re-ra ting - is still 
pri g tn g forward. The disposal of an array of distribution 
businesses — and. If they do not perform soon, the hand- 
gun, bicycle and lawnmower activities too - will leave a 
portfolio involving broadly similar manufacturing pro- 
cesses. None tha less, it remains bard to see where Tom 
kins’ food products lit in. Making and marketing branded 
consumer goods, such as Mr Kipling's pies and Golden 
Shred marmalade, must surely require different manage- 
merit skills than those required to produce capital goods 
such as industrial discs and clutches. 

s tm with marg ins strong, Tomkins continues to pro- 
duce solid earning s growth. And given that its Asian: 
exposure is low. the management story convincing and 
dividend yield hi g h , its defensive qualities could erode its. 
substantial discount to the market. 


Lasting appeal: Margaret Eustace, an 83-year-old fruit seller, with Nell McCann at the 
Dublin market where she bas been buying fruit for 40 years 


David McCann, chief 
executive, said the sale of 
Geest’s Costa Rican 
plantation had enabled the 
business to improve dollar 
banana purchasing for sale 
to the European markets. 
This had offset a shortage of 


Windward Islands crop for 
the UK market 
Coming after a fall In 
first-half profits, the group's 
final figures were 
“excellent”, said Neil 
McCann, chairman. 
Consumption of fruit and 


vegetables was continuing 
to increase, and the market 
place was much better than 
12 months ago. when 
conditions were depressed. 
“We are feeling very 
positive about 1998," said 
David McCann. 


Servisair shares drop 
25% after warning 


By Charis Gresser 

Shares in Servisair, the 
aircraft and ground handling 
company, dropped by a quar- 
ter yesterday, as the com- 
pany warned that profits in 
1997 and 1998 would be 
affected by one-off charges 
and difficult trading. 

Analysts said the fall in 
the share price from 265p to 
200p was more a reflection of 
a re-rating of the stock than 
any surprise at yesterday's 
news. 

After underperforming the 
market by 50 per cent in the 
last year alone the shares 
are now back to where they 
were over two years ago. 

One analyst left his fore- 
cast of pre-tax profits for 
1997 unchanged at £7. 5m 


($1 2 .2m) before exceptionals, 
but downgraded his 1998 
forecast from £9-8m to £7.5m. 
He said there was likely to 
be overcapacity in the air 
cargo market this year 
which could affect Servi- 
sail's turnover. 

Results in 1998 are expec- 
ted to be cut as it phases out 
its profit-related pay scheme. 
Increased pension contribu- 
tions will also hit profits. 

Meanwhile, the company’s 
1997 results have been 
damped by mild weather at 
the tail-end of the year, caus- 
ing a slight fall in demand 
for its de-icing services. The 
company is also taking a 
£475,000 charge against 1997 
profits to settle the account- 
ing treatment of a start-up 
business. 


Servisair also added that 
one of its main customers. 
Air UK, was cutting back on 
a number of routes. 

David Crazuner. finance 
director, said the routes 
most affected would be 
flights to Copenhagen, Zur- 
ich and Rotterdam, and tbe 
turnover potentially at stake 
was some Elm, although he 
suggested that Air UK’s 
place could be taken by 
other airlines. 

Directors said that growth 
may stall in 1998, but the 
company was still well 
placed to take advantage of 
the liberalisation of the air- 
line market. Servisair has 
built up a 30 per cent share 
of this market in the UK, 
which is expected to grow at 
over 5 per cent a year. 


This announcement appears as a matter of record only. 
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Calpers 
to invest 
in new 
UK fund 


By Jane Martinson, 
Investment Correspondent 

Calpers. the largest US 
public pension fund, is to 
make a $2Q0m investment in 
a new fund run by UK 
Active Value, a shareholder 
group which targets under- 
performing companies. 

The move Is a significant 
one for corporate gover- 
nance in the UK as Calpers. 
which , runs the Californian 
state pension fund, has been 
credited with leading the 
increased shareholder activ- 
ism of the US. 

It will also buoy UK Active 
Value, which started market- 
ing its new fund to US inves- 
tors a year ago. 

Calpers has invested in 
only one other external 
activist fund before this, 
according to Global Proxy 
Watch, the US newsletter on 
corporate governance. The 
group decided to commit 
$200m, a tiny part of its 
$126bn fund, at the end of 
last month. 

UK Active Value, headed 
by Julian Treger and Brian 
Myerson, intend the new 
fund to target 
underperforming companies 
worth more than £250m. 

Since 1993. when UK 
Active Value was set up. it 
has tended to target smaller 
companies including Scholl, 
the footcare group. 
Kenwood, the food mixer 
manufacturer, and Signet, 
the jewellery retailer. It also 
took a stake in Hambros. the 
banking group which 
eventually sold its 
investment banking 
operations at the end of last 
year. 

The fund's use of 
relatively aggressive 
methods to increase value 
has ruffled feathers in the 
City. 

Neither group would 
comment on the deal 
yesterday. Calpers indicated 
an increased interest in the 
UK stock market last year. 


Tomkins resists 
call on extending 
buy-back scheme 


By Roger Taylor 

Greg Hutchings, executive 
chairman of Tomkins, the 
bread-to-bicycles manufac- 
turer, yesterday defied calls 
for a significant extension of 
its share buy-back pro- 
gramme. 

"The stock market pays, 
too much attention to corpo- 
rate activity and not enough 
to our success at managing 
companies,” he declared. 

He spoke as the shares fell 
3 per cent to 300p ($4.83) 
despite a b ette r-th an-expec - 
ted 27 per cent increase in 
interim pre-tax profits to 
£2 15m (£l69m). Investors 
expressed disappointment at 
the conglomerate’s lack of 
action on restructuring. 

It has been under pressure 
to increase debt through a 
share repurchase and to 
focus on fewer business 
areas through disposals. Mr 
Hutchings yesterday disap- 
pointed the market on both 
counts. 

He said he preferred to 
increase debt with bolt-on 
acquisitions and said the 
company was looking at 
opportunities which could 
lift gearing well over the tar- 
get level of 15 per cent - a 
target which ' implies debt of 
£300 m, compared to net cash 
of £l88m at November 1. 

The outstanding £40m of 
the £!00m buy-back 


announced last' year would 
be completed in the next two - 
months, he said, after which 
buy-backs would continue as 
and when appropriate. 

Mr Hutchings also made 
clear that there would be no 
rapid disposal of tbe profes- 
sional, garden and leisure 
aria, which makes lawn- 
mowers, bikes and Smith & 
Wesson guns. 

Last year the company 
said the division was under 
review, raising shareholder 
hopes that it would be next 
in line for disposal once cur- 
rent moves to sell the distri : 
but! on division were com- 
plete. But Mr Hutchings said 
yesterday that the busi- 
nesses had been given two 
years to improve financial 
performance. Only if they 
foiled to come up to scratch 
by then would they be put 
on the block. 

Group turnover rose 14 per 
cent to £2.46bn (£2.16bn) for 
the half year to November X, 
helped by the £357m acquisi- 
tion of Slant Corporation, 
the US car components 
maker, in May. All other 
divisions experienced a fall 
in sales but improving mar- 
gins led to higher operating 
profits. 

Earnings per share rose 
from 8.6p to l0.37p and the 
interim dividend was 
increased 14 per cent to 3.5p 

(3.06p). 


Asian turmoil 
setback for 
Barclays sales 


By Clay Harris, 

Banking Correspondent 

Barclays yesterday 
continued its bargain- 
basement retreat from 
investment banking, finding 
a taker for only part of 
BZW's Asian equities 
operations. 

The disposal to Credit Sui- 
sse First Boston has left Bar- 
clays, which had decided it 
could not compete in this 
area on a global scale, with 
some unfinished business, 
but the end is in sight 

Martin Tayldr, chief execu-' 
tive, said: “It was a horrible 
process hut it achieved the 
necessary objective.” _ He 
added that Barclays had suc- 
ceeded in the face of scepti- 
cism in keeping the busi- 
nesses together for sale. 

Barclays is likely to have 
realised about £300m ($489mj 
for the £400m in assets it put 
up for sale, not counting sig- 
nificant reorganisation costs 
in London. The bank expects 
to announce the size of a 
restructuring provision, as 
well as 1997 trading results 
for the former businesses, 
before -reporting annual 
results on February 17. 

Mr Taylor, who was critic- 
ised for the way the dispos- 
als were handled, said: 
“Would I do it again? Abso- 
lutely. Would we do it the 
same way? Maybe I'm just 
stubborn, but I really don’t 
think it would have been 
possible. to. do it differently/ 
We weren’t helped by the 
Asian meltdown.” 

CSFB illustrated its negoti- 
ating skills late last year 
when it bought BZW’s Euro- 
pean and UK equities and 
UK corporate advisory busi- 
nesses for ElOOrn, a discount 
on the net asset value of 
ElSOm. The Swiss-owned 
investment bank became- 
even more selective in the 
January sales, helped by the 
dramatic deterioration in the 


outlook in Asian markets. . 

Its shopping basket 
included few businesses, as : 
such: only the Taiwan eqni~ 
ties operation and BZW’s 70, 
per cent stake in an equities 
joint venture in Singapore. 
Otherwise, CSFB picked Up 
200 staff in Hong Kong, 
India. Malaysia and Indon- 
esia and stock exchange 
seats in Singapore, Hong 
Kong and Shanghai.. 

This enabled it to pay an 
“inconsequential” undis- 
closed sum. representing a 
big discount to net assets of' 
£14m at the end of NovembeP 
1997. It also leaves Barclays' 
with the task of sorting out 
tbe unwanted Asian, rump 
and its 500 remaining staff. 

, The first 75 job losses 'in 
Hong Hong were announced 
y este rday. • In Hong Kong, 
CSFB is taking on BZW stiff, 
from investment banking, 
equities and equity capital 
markets. . 1 .” . 

BZW’s operations in South 
Korea, Thailand and thelii- ■ 
lippines, which were 
excluded from the deal, still 
need to be sorted out. along 
with the businesses and un- 
transferred staff in India, 
Malaysia and Singapore. 

Barclays .sold BZW Austra- 
lia to ABN Amro,, the Dutch 
bank, at a premium to net 
-assets, reducing- to £40m fta 
total discount to net assets, 
on the disposals; But .“toe JJK 
bank also faces up;tq £0Om 
in costs for closing -its Japa- 
nese equities bustsess' Wrii; 
sorting out the rest of Asia. 
It is liquidating a.derivdtiyes 
book worth about £i20m!-^ ' 

For CSFB, th£ deal marks 
another step, in its Asia- 
Pacific expansion^ Stephen. 
Stonefield, chairman- In -the 

region, said the acquisition 
increased CSFB’s- market 
share and added local execu : 
tion capacity in.' /Taipei, - 
Shanghai and Singapore. 

Goldman Sachs^ advised 
Barclays on the disposals. 
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US companies to 
buy Forgemasters 


“■■"'IP asiwsqii m wfc. w iuwiua auuvni mu nyuiK* ■■ hm ccrrasponang penOQ. mfUWT excepsonilf crame. ton 

★ Comparatives restated. stock. jbndudes torefon income dMdend element, 4ThW Iraertm: makes m_ 5 o to m»m 


By Andrew 
Edgecfiffe-Johnson 

Sheffield Forgemasters, the 
castings group accused and 
then cleared of producing 
components for an Iraqi 
supergun in 1990, Is selling 
its two divisions to US 
companies. 

Allegheny Teledyne, a 
Pittsburgh -based manufac- 
turer, has offered an un- 
disclosed snm for the 
aerospace division, which 


makes shafts for jet engines. 

Atchison Casting of Kan- 
sas has bid for the engineer- 
ing business, which speci- 
alises in one-off castings 
weighing up to 400 tonnes 
for oil exploration* and 
power generation. 

This divirion accounts for 
about two-thirds of the 
group’s £l60m annual turn- 
over, bat is thought to be 
less profitable than aero- 
space and is expected to 
fetch a lower price. 
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Sievwright leads. 
Merrill in Japan 

Merrill ^ Lyncfa, -the global 
Investment- bank, has appointed 
John Sievwright president and 
chief operating officer of Its Japa- 
nese operations. 

. The iumssttoent bank said that 
Sievwright, who is currently head 
of global financial futures and 
options,' would be working closely 
with KSsashi Mariya, cbatn qan of 
Merrill Lynch Japan' who in Sep- 
tember announced his intention to 
transfer his day-to-day operating 
reasonabilities. 

Mortya is ,al30- to take on the 
a dditional tiUeof deputy chairman, 
Merrill Lynch International. 

Si uv weight will be responsible 
■faraB of Merrill Lynch’s activities 
in Japan, including gales and trad* 
tng. .investment banking, asset 
management and private client ser- 
vices: He will be one of five -chief 
operating: officers for the invest- 
ment bank's international operat- 
ing regions, posts created last year 
as part of Merrill Lynch’s effort to 
focus ' more on its international 
operations. 

Stevwrtght’s appointment comes 
at a crucial tune for Merrill Lynch 


in Japan and elsewhere in Asia. 
The turbulence in Asian markets 
has rocked the confidence of many 
investors but Merrill Lynch has 
said that it is still keen to expand 
in the region. 

Sievwright joined Merrill Lynch 
in 1388 Grom Bankers Trust, where 
he was a vice-president and con- 
troller of global capital markets. 
Sievwright also spent two years 
with Bank of Tokyo in London and 
five years working for Ernst & 
Young, the accountancy firm, in 
Aberdeen, Scotland, and 
London. 

William Lewis, New York 

Harris leaves bank 
to join Pritzker 

Ira Harris has resigned as a senior 
managing director of Lazard 
Frtres, the investment bank, to 
Join the Pritzker Organisation, 
based In Chicago. 

The Pritzker Organisation pro- 
viders investment banking and 
fund management services to vari- 
ous Pritzker family interests, 
including the Hyatt hotel chain. 

Harris has been advising the 
Pritzker family for 30 years. For 
the past 10 years be had been a 


senior managing director at Lazard 
and before that was a senior part* 
ner and executive committee mem- 
ber at Salomon Brothers, the 
investment bank now owned by 
Travelers Group. 

“Ira Harris has been advising us 
for 30 years and we are delighted 
that, at long last, we have been 
able to convince him to join us," 
said Thomas Pritzker. president 
and chief executive officer of the 
Pritzker Organisation. 

“He has an enormous number of 
relationships. In 15 minutes he can 
save you weeks of due diligence by 
explaining the key points and 
where a company is positioned,” 
Pritzker said. 

Harris has also formed JI Harris 
Associates, a company which will 
provide advisory and consulting 
services. 

William Lewis, New York 

Keidanren of Japan 
appoints Imai 

Japan's leading business federa- 
tion, the Keidanren. Is to appoint 
Takashl Imai, president of Nippon 
Steel as it new chairman. 

Imai, 68, who is to replace Sho 
ichiro Toyoda. the chairman of 


Toyota, is expected to assume his 
new role in May when the business 
federation holds its general meet- 
ing. Imai will step down as presi- 
dent of Nippon Steel in order to 
devote his attention to steering the 
business federation through one of 
Japan's longest economic slumps. 

The Keidanren, which is an influ- 
ential business federation, has 
been faced with several thorny 
issues, such as the involvement of 
its corporate members In a series 
of scandals involving illegal pay- 
ments to corporate racketeers. 

At the same time, Japanese busi- 
ness leaders are pressed with a 
need to adjust their management 
practices to a difficult business 
environment which is forcing a 
widespread reassesment of the tra- 
ditional practices of lifetime 
employment and seniority at 
blue-chip companies. 

Against this background, Imai, 
who is creditted with turning 
around Nippon Steel by adopting 
dramatic restructuring measures, 
Is seen as a promising choice as 
head the Keidanren. 

A graduate of Tokyo University, 
Imai spent his entire carrier with 
the world's largest steel company. 
He joined Fuji Steel, which became 
Nippon Steel through a merger in 


1970, straight out of the universi- 
ty's law department. 

He worked his way up the ranks 
to become president in 1993 and 
was appointed chairman of the 
International Iron and Steel Insti- 
tute in 1995. 

Michiyo Nakamow, Tokyo 

Kahn joins 
Thomson- CSF 

Thomson-CSF, the French defence 
electronics group, has appointed 
Paul Kahn, a 32-year-old Briton, as 
business development director in 
Paris. 

Kahn, who has been director of 
corporate development for the 
group's UK subsidiary, wifi be 
responsible for working out tbe 
group's strategic options interna- 
tionally as the European defence 
industry seeks to rationalise and 
restructure itself. He will be part of 
the strategic planning cell support- 
ing the board. 

Kahn, a chartered engineer and 
MBA. worked for Ford before join- 
ing the Ministry of Defence, where , 
he led a team reviewing procure- 
ment practices. He joined Thomson 
in 1995. 

Alexander NicolL London 


Moving places 


■ CAP GEMftff. the 
European IT services and 
b usiness consultancy has 
promot e d Alwyn Welch to 
manag ing director a nd chipf 
executive for UK, Ireland 
and Asia. 

■ Alvin Dobbine, 
vice-president of operations 
and chief operating officer of 
GIANT FOOD will retire on 
March 1. Dobbine, who 
joined Giant in 1954. will 
remain a director and a 
consultant Michael 
Broomfield will replace 

Dobbine. Broomfield will 
step down as a Chant 
director and resign from J 
Samsbury. which holds a SO 
per cent stake in the voting 
shares of Giant Broomfield 
began working with Giant in 
1995 as Sainsbury's senior 
management consultant and 
representative; 

■ RJR NABISCO 
HOLDINGS has named to its 
board Barnes Group 
president and chief. ■ 
executive Theodore Martin, 
increasing the size of RJR - 
Nabisco’s board, to ten . 
directors from nine. Barnes 
Group makes and distributes 
parts and replacement 
products for the aerospace, 
automotive and other 
durable goods markets. JRJE . 


Nabisco is a holding 
company with food, 
consumer-products and 
tobacco operations. 

■ Gilles Pajot, restructuring 
specialist at pharmaceutical 
company PHARMACIA & 
UPJOHN has resigned. Pajot 
has for the past six months 
headed the company's global 
turnaround and 
restructuring project. He had 
served as the company's . 
senior executive in Europe 
and as a member of the 
senior management team 
from the creation of 
Pharmacia & Upjohn in 1995. 
Pajot. while heading up the 
company's European 
operations was responsible 

. for the integration of the 
country operations of the 
former Pharmacia and 
Upjohn companies to create 
a unified regional business. 

■ Sammy Lee Kwok-kin. 
executive director of 
property and hotel 
Investment company PEARL 
ORIENTAL HOLDINGS, has 
resigned. He will be replaced 
by Wong Tln-sang, who also 
becomes operations manager 
of Pearl International Hotels. 

■ The FUTUR ES INDUSTRY 
ASSOCIATION has elected 
Laurence Molina:, president 
of Carr Futures, to serve as 

- chairman of the association 
until tbejPTA's annual^', J 


meeting which will be held 
in March. Mollner fills a 
position vacated by John 
Sievwright, who was head of 
global financial futures and 
options at Merrill Lynch. 
Sievwright resigned as 
rhatrman after being 
appointed president and 
chief operating officer of 
Merrill Lynch In Japan. He 
will continue to serve on the 
FIA board. Mollner 
previously served as 
chairman of the FIA from 
1995 until 1997 when he 
resigned his post because of 
demands on his time during 
the transition of Dean Witter 
Institutional Futures 
division into Carr Futures. 

■ A C E INSURANCE has 
promoted Larry Lombardo, 
senior vice-president, excess 
liability, to executive 
vice-president with overall 
responsibility for 
underwriting operations. 
Lombardo, a Bermudian, has 
been with ACE since 1986. 
Brian Dowd, vice-president, 
property underwriter, has 
been promoted to senior 
vice-president, property, and 
will have responsibility for 
ACE Insurance Company’s 
Excess Property book of 
business. Dowd joined ACE 
Insurance two years ago. 
Pierre Samson, currently 
vice-president and actuary. 


Financial Lines, has been 
promoted to senior 
vice-president. Financial 
Lines. Samson, who joined 
the company in 1995 from 
TUjinghast. will head up 
day-to-day operations. 

■ THE PENINSULAR AND 
ORIENTAL STEAM 
NAVIGATION COMPANY 
has appointed Richard Hein 
a director. Hein is managing 
director of P & O Australia. 
He will also become 
chairman oT P & O Australia, 
following the retirement at 
the end of 1997 of Robert 
Somervaille. while 
Con tinuing as manag in g 
director. 

■ FLAG, which owns the 
world's largest undersea 
flbreoptlc system, has 
elected Andres Bande 
chairman and chief 
executive. Bande joins from 
Sprint Corporation, where 
he has been president of 
Sprint International 

■ Walter Shipley, chairman 
and chief executive of The 
Chase Manhattan Bank, has 
been named a Class A 
director of the FEDERAL 
RESERVE BANK OF NEW 
YORK'S board of directors. 
He succeeds J Carter Bacot, 
chairman and chief 
executive of The Bank of 
New York and its holding 
company. Bank of New York 


Company, as one of the 
three Class A directors for a 
three-year term beginning 
this January. 

■ SANTANDER 
INVESTMENT SECURITIES 
has ann ounced that. Ellis 
Juan, formerly of Tbe World 
Bank, will join SIS in New 
York as senior 
vice-president, head of 
project finance for Latin 
America. Juan will be 
responsible for developing 
Santander’s Project Finance 
Practice in Latin America. 
Prior to Santander, since 
1993, Juan was a senior 
private sector development 
specialist at The World 
Bank. 

■ INVESCO FUNDS GROUP 
has ann ounced that Dan 
Hesser, a 35-year veteran In 
the mutual fund industry, Is 
planning to retire at the end 
of 1998. Hesser joined 
Invesco in 1962 and has been 
the company’s president and 
chief executive since 1991. 

■ VISA INTERNATIONAL 
has announced two senior 
level appointments, both of 
whom are to serve on its 
executive management 
committee. Philippe Menier 
joins Visa International EU 
Region from Citibank, where 
he was business manager. 
Citibank Bankcards in the 
UK. Marc Temmerman joins 


from Europay International, 
where be was director, 
products and brands. Both 
will be based at Visa's 
European headquarters in 
London, and will be working 
on the development and 
implementation of Visa's 
EU's product and marketing 
strategy. 

■ REMY COINTREAU has 
appointed Dominique 
Heriard Dubreuil. 51, 
chairman. She succeeds 
Andre Heriard Dubreuil, 80, 
who becomes honorary 
chairman. Sbe has been 
r-halrmnw of Remy Martin 
since 1990. 

■ STERLING BANCSHARES 
has named J Downey 
Bridgwater president, 
replacing Mark Giles, who 
resigned to join a group 
organising a new bank in 
Virginia. Bridgwater was 
previously chief executive of 
Sterling Rank unit's 
memorial office. 

International 

appointments 

Please fax information 
on new appointments 
and retirements to 
+44 171 873 3926, marked 
for International People. 

Set fax to 'fine'. 
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Early burst of buying runs out of steam 


GOVERNMENT BONDS 


By Vincent Boland 
in London and John La bate 
in New York 


Government bond markets 
ended a hectic day's trading 
well below their best levels 
yesterday, after an early 
burst of buying fuelled by 
concern over the financial 
crisis in Asia ran out of 
steam. 

Markets were initially 
buoyant as prices soared and 
yields fell across the board - 
the yield on 10-year German 
bunds was heading relent- 
lessly for 5 per cent at one 
point, to the astonishment of 

many analysts who had not 
expected it to be achieved so 
soon. 

However. exuberance 
eventually gave way to 
profit-taking and European 
markets ended with slight 
gains while US Treasuries 
were modestly higher at 
lunchtime. 


The Dow Jones Industrial 
Average slumped at the start 
of trading but quickly recov- 
ered as traders and investors 
began to look more posi- 
tively on what Indonesia’s 
authorities were promising 
to do to avoid a financial 
melt-down. 

"It was a very mixed mar- 
ket” said Jeremy Hawkins, 
chief economist at Bank of 
America in London. 

“Initially, there was a rally 
on Asian factors and then 
profit-taking. There is the 
danger of getting carried 
away, and the potential out 
of Asia to put an end to safe- 
haven buying. But the mar- 
ket in general is pretty- posi- 
tive towards bonds, and I 
don't see that changing for 
the rest of the week." 

Earlier, the view that 
Asia's crisis had definitely 
put an end to interest rate 
rises in the US and Europe 
took hold with a vengeance. 
The short sterling contract, 
which is a barometer of how 


the market feels UK interest 
rates will move, jumped 16 
basis points, implying rate 
cuts from September. Ana- 
lysts were sceptical, how- 
ever. saying UK base rates 
had probably not yet fin- 
ished rising. 

A 5 per cent bund yield 
was also widely considered 
to be unsustainable for very 
long. "That is a very big 
level, so it was no surprise to 
see a turnround." said Gra- 
ham McDevltt. head of 
global bond strategy at Pari- 
bas. “It was a very futures- 
driven day and there was 
not much cash activity com- 
pared to last week." 

However, he said the 
10-year bund yield was likely 
to break below 5 per cent 
soon and could continue to 
trade down to 4.75 per cent 
given the mood on equity 
and bond markets. 

GERMAN BUNDS led the 
initial European rally on 
safe-haven buying as equity 
markets weakened, with 


some evidence of switching 
out of shares into bonds. The 
March fhture settled in Lon- 
don at 106.42. up 0.24, after 
hitting 106.78 at one point, 
with 240,000 contracts chang- 
ing hands In trading on 
Liffe. 

Most activity was seen at 
the short end of the yield 
curve, which steepened by 3 
basis points yesterday. The 
curve is now 9 points steeper 
than It was last Wednesday. 

With international factors 
foremost in investors' minds, 
cost of living data for 
December due to be pub- 
lished today will provide 
some domestic focus for 
bunds, although little 
change is expected. 

Analysts said the view was 
gaining ground that any 
interest rate rise by the 
Bundesbank, initially expec- 
ted in the first half of this 
year, would now not materi- 
alise until the second half. 

The performance of bunds 
was matched by other Euro- 


pean markets. ITALIAN 
BTPs firmed but closed well 
below their high for the day, 
with the March future set- 
tling at 117.62. up CLIO, after 
touching 118.00 in steady 
London trading. 

SPANISH BONOS climbed 
0.17 to 107.55, while FRENCH 
BONDS rose 0.16 in Paris to 
103.00 In turnover of more 
than 155,000 contracts. 

UK GILTS played second 
fiddle to the short sterling 
contract and ended mixed 
after hitting a fresh, high for 
the March future, which set- 
tled at 124%, up %- The 
spread over 10-year bunds 
stood at 102 basis points. 

US TREASURIES moved 
higher in early trading. In 
the morning session the long 
bond touched record low 
yields, but prices later eased. 
By midday the 30-year Trea- 
sury bond, the standard for 
long-term interest rates, was 
y 4 higher at 105ft. sending 
the yield down to 5.708 per 
cent 


Among shorter-term 
issues, the two-year note 
rose & to 100y*, yielding 5.150 
per cent. The 10-year note 
was */• higher at 105£. yield- 
ing 5-370 per cent. The Fed- 
eral Funds rate was 5J5G per 
cent. 

Bonds surged initially as 
the US stock market plunged 
more than 120 points in the 
opening few min utes, on 
weaker overseas markets. 
However, prices had come 
off those highs by midday as 
the Dow recovered its poise. 

“Earlier in the day there' 
was talk of profit-taking by 
hedge fund operators," said 
Hamilton Davis, bond trader 
at Everen Securities in Chi- 
cago. 

No important economic 
news was announced yester- 
day, but several key figures 
are due to be released later 
in the week. 

The consumer price index 
will be published today, and 
a retail sales report on 
Wednesday. 


Fannie Mae launches 
benchmark notes 


New international bond issues 


INTERNATIONAL BONDS 


By Samer Iskander 
and Edward Luce 


F anni e Mae, the largest US 
mortgage lender, yesterday 
launched its benchmark note 
programme with a $4 bn 
issue of five-year bonds. 

The deal, jointly led by 
Credit Suisse First Boston. 
Goldman Sachs and Merrill 
Lynch, was priced to yield 
19 basis points above five- 
year US Treasury notes. 

Up to half of F anni e Mae's 
$80bn funding programme 
for 199S could be issued in 
the form of benchmark 
notes. With issue sizes of 
between $2bn and $5bn each, 
the new securities will be 


more liquid than existing, 
smaller deals. 

“We think that liquidity is 
what investors want," said 
Linda Knight, treasurer. 
"The reaction from investors 
has been very positive." 

She also said Fannie Mae 
was aimin g to build a full 
yield curve of benchmark 
notes, with maturities rang- 
ing from three to 10 years. A 
benchmark note could be 
issued every month if mar- 
ket conditions allow. 

The large issue size is 
expected to reduce F anni e 
Mae's borrowing costs, as 
investors are willing to 
exchange lower yields for 
higher liquidity. 

All benchmark notes will 
be strippable - the coupons 


WORLD BOND PRICES 


BENCHMARK GOVERNMENT BONDS 


Red 


Bid Bid Day dig Wk dig Moraft Year 


Australia 

04AM 

7JM0 104.1894 

5.01 

-037 

-0.12 

-047 

-130 


10/07 

1 CL 000 132.8897 

5.54 

-0.10 

-aiB 

-0.65 

-134 

Austria 

[»99 

7 WO 1045100 

4.15 

-033 

-0.10 

-030 

+039 


07/07 

5.625 102-3900 

5.18 

-0.02 

-0.12 

-020 

-0 71 

BtWwn 

01/00 

4.000 99-8900 

4.06 

-0.09 

-0.18 

-033 

+0.44 


03/07 

6250 107.3400 

5.14 

-033 

-020 

-039 

-039 

Canada 

oavs 

4.750 100.1300 

4.66 

- 

-0-22 

-035 

+0.42 


05/07 

7250 114.4000 

536 

-OXh 

-0.14 

-039 

-1.45 

Denmark 

12^9 

6.000 1 03.2300 

4.19 

-0.06 

-025 

-038 

+036 


11AI7 

7X100 112.4000 

534 

-031 

-0.17 

-035 

-134 

Finland 

01/99 

11.000 107X1190 

3.72 

+031 

-022 

-0.41 

+0.08 


04AJ6 

7.250 113.9510 

5.13 

-031 

-0.18 

-039 

-1.12 

Franca 

01430 

4.000 100.0300 

3.98 

-037 

-030 

-032 

+064 


10AM 

6750 111.4000 

4.74 

-0.05 

-0.17 

-027 

-0.48 


10AJ7 

5500 1062600 

537 

-0.01 

-an 

-030 

-0.73 


10/25 

6JJOO 105.2900 

5.62 

- 

-an 

-031 

-1.17 

Gtumniy 

09/99 

4.000 100.1700 

338 

-035 

-ais 

-036 

+031 


1 TAM 

7.500 1 152200 

432 

-034 

-0.18 

-032 

-037 


07/07 

6000 1069000 

5.06 

-0X0 

-0.13 

-033 

-0.79 


07/27 

6500 1123100 

5,63 

-OXH 

-0.13 

-034 

-1.13 

Ireland 

OV98 

6250 1013000 

4.87 

-035 

' -0.17 

-034 

-1.49 


03/06 

axno ii6iooo 

532 

-031 

-a 12 

-035 

-1-53 

Italy 

05/00 

6JXM 1023500 

4.69 

♦0.01 

-008 

-039 

-1.65 


05/02 

6250 105.1900 

430 

-0.02 

-ai3 

-038 

-1.77 


07/0 7 

6750 110.4200 

5.33 

-0.02 

-0.13 

-034 

-223 


11/26 

7250 1193400 

531 

-0.02 

-ai4 

-034 

-229 

Japan 

03/00 

6.400 112.5700 

0-55 

-037 

-0X15 

-a.oa 

-015 


12AL? 

4.800 T1 7.1700 

1.19 

-035 

-OXH 

-OXH 

-0.61 


09/05 

3.000 100.7500 

1.64 

-033 

-0.03 

-0.07 

-031 


09/17 

3 XXX) 1061600 

2.47 

-033 

-0X15 

-0.08 

-031 

Nethertenda 

11/99 

7-500 105.9800 

4X14 

-034 

-0.15 

-030 

+0.68 


02/07 

5.750 106.1800 

5.03 

-0.04 

-0.14 

-034 

-0.73 

Now Zealand 

02AI0 

6500 860360 

735 

-036 

+037 

+030 

♦OSJ 


11/06 

8300 1066875 

636 

-0.12 

-0.18 

-037 

-0.73 

Norway 

01/99 

9300 104.7800 

432 

-0X71 

-008 

-0.14 

+036 


01/07 

6750 110.4600 

536 

-034 

-0.14 

-020 

-0.67 

Portugal 

03/99 

6300 104 5745 

4.44 

-031 

-0.18 

-0X15 

-131 


02/07 

6.625 1,183052 

5.38 

-03? 

-0.13 

-039 

-1.46 

Spate 

07/93 

7.400 7 043358 

4.46 

+036 

+033 

-017 

-033 


03/07 

7X350 1143999 

533 

-OXH 

■0.10 

-027 

-131 

4IHIWUI 

01/99 

11.000 106 0080 

430 

-0.04 

-022 

-026 

+035 


03/07 

8.000 117.4610 

539 

♦031 

-024 

-037 

-132 

SwMzortend 

03/00 

6.000 107.1200 

1.81 

-OXH 

-024 

-039 

-036 


06/07 

4.500 1113200 

309 

-0.03 

-0.12 

-025 

-0.76 

UK 

ora 

6X300 993047 

6A7 

-0.14 

-030 

-0.40 

-014 


11/04 

6.750 T 03 3063 

6.04 

-0.08 

-0^1 

-037 

-137 


12/07 

7^50 1093000 

536 

-0.05 

-017 

-031 

-138 


06/21 

8JOOO 1253438 

534 

-0X0 

-0.17 

-027 

-139 

US 

1CWS 

S.62S 100 6560 

533 

+034 

-024 

-0.41 

-031 


11,04 

7X175 114.1480 

537 

+0.01 

-0.13 

-040 

-i.ai 


08/07 

6.125 105.4530 

539 

- 

-0.12 

-035 

-122 


08/27 

6375 108.4530 

5.78 

♦032 

-0.02 

-021 

-1/St 

ECU 

01/00 

4XXM 90.4000 

431 

-035 

-0.19 

-0.38 

+0.16 


04/07 

5500 T 023400 

5.17 

-034 

-0.14 

-023 

-1.13 


London 'TkwSruj. "Not, Va k mid-aav- 
YMds: Local msMI starai a nff Annual Bed vwtd t 
lax at 125 per cart pjyarte by mj rtOl iWrts . 


Source- Wwaaw DstWFT 
. Yietos shown for Italy axckJde 


lO YEAR BENCHMARK SPREADS 


Jan 12 

Bid 

Art 

Spread 

n 

Bunds 

Spread 

vs 

T4cna 


BW 

Vleld 

Spread 

vs 

Bunds 

++ - - ■ 

VI 

T-Bonds 

Austrafn 

554 

+0.48 

+017 New Zealand 

6.66 

+1.60 

+129 

Austria 

5.18 

♦ait 

-021 Norway 


526 

+020 

-an 

Belgium 

5.14 

+00( 

-023 Portugal 


5J8 

•OK 

+oxn 

Canada 

5xe 

+0K 

-ail Spate 


S33 

+0 27 

-004 

Denmark 

534 

•02/ 

-a 03 Swam 


55B 

-053 

-022 

RnUtnd 

5 13 

•0.07 

-024 Swnrarand 

JOS 

-107 

- 22 a 

Franca 

607 

+O01 

-030 UK 


5X» 

•0.90 

+059 

Germany 

5 06 

- 

-021 US 


527 

♦031 

• 

Moral 

SJ2 

+0Jt 

-aos ECU 


5.17 

+0.11 

-02 0 

luly 

533 

+027 

-03S Source; kttsracttva Dma/FT tetoinaBan 

Japan 







s as 

-0.04 

-0* Arauitecd ywtd 




EMERGING MARKET BONDS 










Day's 

Mltl'S 

Sprd 


Rad 


SSP Bid 

Bid 

chge 

chga 

vs 

Jan 12 

date Coupn 

Rdting pnen 

yield 

y« 

y*d 

US 

■ EUROPE 







Croatia 

02/02 

7.000 

B8B- 95.5000 

831 

+0.06 

-021 

+311 

Poireid 

07/04 

7.125 

38 B- 102.5500 

6.63 

+ao7 

-0.65 

+138 

Russia 

06AJ7 

10.000 

BB- 88.5000 

12X17 

+0.15 

-023 

+6.73 

■ LATIN AMERICA 







Argentma 

09/27 

9.750 

BB 90 5000 

10 82 

+OA7 

-0.16 

+5.13 

Brazil 

05/27 

10.125 

BB— 87.7500 

11.60 

+0.37 

-0.03 

+5.91 

Mexico 

05/26 

11.500 

BB 116.0000 

9.80 

+020 

-0.16 

+4.13 

■ ASIA 








China 

07/06 

7.750 

BBB+ 103.7500 

7.13 

+0.03 

+024 

♦ 132 

Philippines 

10/16 

8.750 

B8+ 87.0000 

iato 

-0.09 

+035 

+4.82 

Thatand 

04/07 

7.750 

A- 813000 

11.07 

-0.03 

+1.75 

+5.73 

■ AFWCA/MKJOLE EAST 






Lebanon 

07/00 

9.125 

BB- 102.5000 

7.96 

- 

+0.18 

+2.82 

Sooth Africa 10/06 

0375 

BB+ 104.4000 

7.66 

-0.02 

-028 

+235 

Turkey 

09/07 

10000 

B 1012500 

6.78 

+033 

-0.36 

+4.44 

m BRADY BONDS 







Argentsis 

03/23 

5.500 

BB 73.1300 

8.53 

+0.11 

-026 

+2.87 

Brazil 

04/14 

4.500 

BB- 73.0000 

10.81 

+035 

- 

+534 

Mexico 

IS'IS 

6250 

BB 63 5000 

734 

+0.71 

-025 

+228 

Venezuela 

03/20 

6.750 

B+ 86.3800 

8 08 

-0.01 

-025 

+2.51 


London doting, prton In USS. 

Standard & Poor's raungs. 


Souh In toi a cte ra PaBVFT hd n i m doiL 


and principal repayment can 
be separated and traded as 
distinct securities. All issues 
will also pay coupons on the 
15th day of the month, 
which will make coupon 
strips due in the same 
month interchangeable. 

ABBEY NATIONAL, the 
UK bank, issued the first 
ecu-denominated bonds of 
the year, an Ecu200m float- 
ing-rate deal Barclays Capi- 
tal. Joint lead with UBS. said 
the three-year issue was tar- 
geted mostly at small fund 
and retail h ank investors. 
The deal was priced to yield 
10 basis points over the 
French BTAN curve. 

The ecu market is expec- 
ted to be increasingly active 
in the next few months as 



Amocnt 

Cotpon 

Price 

MBtrefly 

Fees 

Spread 

BOOkAUBW 

Borrower 

m. 

% 



K 

..hp 


■ US DOLLARS 





!•■’ 


- . ■* • 

Fannie Mao* 

4 bn 

5255 

99.682R 

Jan 2003 

0.1 OR 

♦ 1 SfSWQecOa CSFBiGokftnsn/Merrffl 

St George Benkf 

400 

■ 

99348R 

Jan i 2003 

0.175R 


Barclays Capttsl/UBS 

a LUXEMBOWTG FRANCS 





. ' • 

. 

' 1 . . .. 

Bayerische Hypo 

2bn 

5375(D 

102.45 

May 2008 

2-00 

- 

BGL. 

B SWISS FRANCS 






^ i V— . -. 

..... .... .1 

Halifax 

200 

22S«s) 

9960 

Aug 2003 

1.90 


Deutsche Morgan &snSeR 

a ITALIAN LIRE ' 








Coca-Cola Enterprises GB 

300bn 

5.00 

10138 

Feb 2003 

1375 

- 

Deutsche Morgan GrenM 

Bayerische Hypo 

lOObn 

<W 

99.75R 

Feo 2013 

030R 


Chase Manhattan InH 

a ecu 








Abbey National Tory Svcs 

200 

4.50(3) 

99303R 

Aug 2001 

020R 

+10® 

Barclays Capital 

B AUSTRALIAN DOLLARS 








Bayerische Landesbank 

100 

525(81 

100.755 

Dec 2001 

130 

- 

Hambrcs Bank 


Fral terms. non-caltaUe unless stated. Yield spread (over relevant government band) at launch suppBed by load ma nager. 
AUnlsted. t Hosting-rate note. OSenB-arirwaJ coupon- Ft: Rxad re-ofler price: tees shown at re-after leveL a) 3-rrah Lfcor 
+12V»bp. b) 12% m year 1. B% In yr2, 7% n yr 3. than 15% - 2 x 12-mth L*or. Minimum zero coupon. Q Over bitarpotated 
yield. I) Long 1st coupon, s) Short 1 st coupon. 


borrowers prepare investors 
for European monetary 
union. OKB, the Austrian 
state-controlled bank, is 
planning a 1 0-year Ecu 750m 
bond in the near future. 

COCA-COLA ENTER- 
PRISES, one of the funding 
arms of Coca-Cola, issued its 
first lira-denominated bond 


in a L300bn offering. An offi- 
cial at DMG, sole lead man- 
ager, said the borrower had 
benefited from the rally in 
the Italian BTP market and 
the strong Italian retail 
demand for household 
names. The five-year bond 
was issued with a coupon of 
just 5 per cent to give a 


spread of eight basis paints 
over lira Libor. 

ST GEORGE BANK, Aus- 
tralia's fifth largest, tapped 
the five-year dollar sector for 
the first time since March 
1997 with a $400m floater 
priced to yield 18 basis 
points over Libor, against 13 
points on its last visit 


CAPITAL MARKETS NEWS DIGEST 


Depositary receipt 
trading up 



Trading in US and European depositary receipts grew: . 
d ramatically tiw7, 7 reflecting growing demand for non- . 
domestic equity holdings. In its annual survey, of deposi- 
tary receipts. Bank of New. York said trading volume rose, 
by 23 per to lSbn shares in 1997 while the equivalent ; 
dollar value grew by 53 per cent to a turnover .of $S55bn. 
Depositary receipts are seccxodary share listings jp' tbeflS^ 
or Europe by companies outside their domestic market. . 

Bank of New York said, there was $19bn in 'dep osita ry 
receipt offerings from 145 Issuers spanning 46 countries. - 
In addition, 249 depositary programmes were launched on; 
the New York Stock Exchange. Nasdaq. Amex and Euro- 
pean markets, including debut issuers from Bahrain, Jor- 
dan. Kazakhstan, Latvia, Lithuania and Slovenia- 

Jfo the market for American and global depositary 
receipts there "was mare than $6bn in privatisation list-, 
mgs. C ompanies from the UK, Mexico and the Nether- 
lands were the most actively traded, with the greatest 
turnover recorded in Telebras. the Brazilian telecoms 
company. TeMFonos de Mexico, and Ericsson. Analysts 
expect Europe to be the most prolific source of new pro- 
grammes in 1993, with Brazil, Mexico. China and India 
also espected.to be active. Edward Luce 


OTC DERIVATIVES 


Volatility boosts volumes 


Trading in over-the-counter derivatives readied a record 
in. the first half of 1997, as new business rose 46 per cent 
to $13,822bn from the previous six months* $9,465bn. 
according to the International Swaps and Derivatives 
Association. Outstandings in interest rate swaps and - 
options, and currency swaps stood at $28,733bn on June' . 
30. up 12J) per cent from December 1996 and 36.4 pa - cent 
higher than a year earlier. 

"Worldwide volatility continued to drive the wider use 
of privately-negotiated derivatives," said Thomas Montag, 
nhairman of ISDA's market survey committee. “Contri- 
buting factors for growth were continuing low Interest 
rates in the US. the convergence of interest rates in 
Europe in anticipation of a single currency and the incipi- 
ent financial problems in Asia." Scatter Jskandar 


GERMAN MEDIA 


Pro Sieben to raise DM200m 


Pro Sieben. the German media group floated on tb©r 
Frankfurt stock exchange last summer, is to raise 
DM200m through the issue of a seven-year fixed-rate 
bonds. The company, which received DM360m in last 
year’s DML26 initial public offering of 17.5m non-voting 
shares, said the bond issue would help reduce bank debt 
and finance ordinary business activities. Bayerische 
Hypotheken and Wechsel Bank is handling the issue, 
more details of which will be announced at the end of this 
month. Frederick StQdemarm, Berlin 


BOND FUTURES AND OPTIONS 
France 

■ NOTIONAL FRENCH BONO FUTURES (MAT1R FFrSOOOOO 


US CORPORATE BONDS 


INTERNATIONAL BONDS 


Bid 

price 


Open Sett price Charge Hljfi Low EsL vol. Open M. 
Mar 103.10 103.00 -tO.16 103.38 102.94 139.380 135,015 

Jixi 102.38 105L30 *0.16 102.54 102.38 298 2,053 

Sep 102.14 102.06 +0.16 102.14 102.14 2 

■ LONG TERM FRENCH BOND OPTIONS (MATIF1 


Red S & P 
Jan 9 date Coupn Rating 

■ ununes 

PacBefl 07/02 725 AA- 1060186 

NY Tel 08/25 7.00 At 101.5407 

CWE 05/08 8.00 BBS 112.0599 


Day's Mtti's Sprfl 
Bid chija cftge v 
yield ytd yld Govts 


5.70 -0.12 -0.59 +0.49 

637 -0.05 -0.34 +1.17 

638 -0.08 -0/48 +0.99 


Strfte 

Price 

Jan 

- CALLS - 
Feb 

Mar 

Jan 

- PUTS - 
Feb 

Mar 

97 

434 

4.94 

434 

- 

0X12 

0.16 

98 

334 

337 

3.49 

0.01 

0.05 

029 

99 

235 

304 

2.71 

0.02 

0.12 

030 

100 

2.00 

2.15 

2.03 

0.00 

022 

031 

101 

1.13 

137 

146 

0.19 

043 

122 

Eat «rt ratal. Cato 29 /tfi Puts IS^CO. Prawns osys apan mu Cola 68X170 Rte UK.497. 


■ FINANCIALS 

GECC 05/07 075 AAA 1193589 

Banc One 08/02 725 A+ 106.0110 

US West 01/07 7.30 B8S+ 1063074 




5.94 -a 09 -033 +035 
5.72 -0.13 -063 +0.51 
6.41 -0.08 -034 +132 


Jan 12 
■m EURO DM 
BB 
Spate 

PNBp Monte 
RntandFRN 
■ EUROmt 


Red SSP 

date Coupon Rating 


Bid 

price 


02/07 

01/07 

03/04 

08/02. 


5J50 

5.750 

5375 

3320 


AAA 10+3300 
AA 1033700 
A 1D1.1B64 
AA 1007382 


Day's 
BkJ chge 
yW yld 

5-10 -003 
620 -033 

5.14 -0.08 

4JJ4- -033 


Mtti's. Spread 
chge v 
yki Govts 


-026 +0.12 
-025 +022 
-032 +050 

-034 -022 


■ MDUSTAALS 

WMX Teen 04/88 B25 A - 

Wsl Mart 05/02 675 AA 

Dayton Hod 06/21 9.70 BBB+ 


100.3825 

1042574 

1334620 


5-90 -0.13 -033 +1.04 
5.62 -0.13 -033 +0.41 
681 -004 -0.39 +1.11 


Germany 

■ NOTIONAL GERMAN BUND FUTURES (LIFFE)" DM250300 lOOths of 100% 


Open Sett price Change High 
Mar 10638 106.42 +024 106.78 

Jun 105.90 105.83 +024 108.04 


Low EsL vol Open nt 
10633 249929 256492 
10690 305 2862 


■ AGEMCES 

FHLMC 04/07 

SLMA 
FNMA 02/18 

FFCB 08/08 


7.14 N/A 
03/00 730 N/A 

695 N/A 
695 N/A 


1102455 

104.3474 

132.7488 

1213972 


539 -039 -033 +030 
633 -0.14 -038 +0.17 
609 -0.06 -0/41 +0.39 
667 -036 -034 +028 


BUND FUTURES OPTIONS (UFFE) DM250.000 points ot 100* 


■ HIGH TfiO 

Stone Cont 02/01 938 B 

AK Stl 12/01 9.13 08- 

Paatta 06/04 10.75 B- 


1012500 

1042500 

993000 


030 

600 

030 


Strike 

Wee 

Feb 

Mar 

CALLS - 

Apr 

Jun 

Feb 

Mar 

PUTS — 
Apr 

Jun 

10600 

037 

1.01 

0.90 

123 

025 

asg 

1.07 

140 

10650 

038 

0.71 

0.67 

1XXJ 

0.48 

0.79 

134 

137 

10700 

0.19 

0.49 

048 

030 

0.77 

1.07 

136 

1.97 

Est. vol total. Cans 30010 Puts <2005. Previous day's apan bL. Cato 184242 Puts 20275. 


New Yorii ctoclng. 

Slanted A Poor's radnga. Yields: te n *— 1 basla. 


Sauce: liil.w llva Oota/FT teforfnaoon. 


US INTEREST RATES 


■ NOTIONAL GERMAN BUND (BOB!) FUTURES 
IDTBJ DM250300 lOOths of 100% 


Mar 

Jul 


Open 

105.10 

10425 


Settpnce Ctteige 
105.14 +0.12 

104.72 +0.12 


High 

10540 

104.85 


Low 

105.05 

104.75 


EsL vol Open W. 
207.583 216.055 
361 250 


Latest 



Treasury Bias 

and Bond Yields 





. 




a 





Broker tost rte 

Three month... 

500 

Ffcayoar 

_ 522 

foUate a htevwdrei 

pj 

On* year — 5JM 

HHte 

30-l«ar 

538 

5.72 


Austria 

01/04 

5300 

AAA 

1033900 

4.78 

-004 

-028 

+0J9 

Attaey Nat 

02/04 

6300 

AA 

105.7OX) 

438 

-035 

-028 

+029 

Cted Fcnbar 

02,04 

9.125 

A 

1193600 

522 

-004 

-024 

+083 

3CIFFRN 

12/01 

3.750 

AA- 

993872 

421 

-337 

-031 

+035 

■ EURO LIRA 

■ 


..*•• - •. 

, : 

IS', 

. . - 

’ ' - -. 


BB 

02/07 

7300 

AAA 

1113000 

533 

-002 

-025 

•039 

Abbey Not 

02AJ2 

6300 

AA 

106.4500 

5X12 

-0.06 

-038 

+023 

Walt Dbray 

06/00 

8325 

A 

1073400 

5X15 

-004 

-031 

+040 

BBFRN 

03/01 

5325 

AAA 

1002344 

4.59 

-031 

-030 

-aio 

■ BJROE • 

■ V - ‘ . 



. 



■ - 

BB 

128)7 

7.625 

AAA 

110XM62 

623 

-037 

-034 

*022 

Dreadner Bk 

12/07 

7.760 

AA- 

107.1023 

624 

-008 

-030 

*023 

British Gas 

0300 

7325 

A+ 

1012968 

635 

-039 

-044 

+048 

Abbey Nat HN 

02AJ2 

7330 

AA 

1000184 

6.14 

-009 

-038 

tO.13 

%BJR0i-. 

• v: 


.* '* / 





BB 

04/07 

7250 

AAA 

1102000 

5.78 

-003 

-034 

+044 

ABN Amro 

06/07 

7.125 

AA- 

1073557 

636 

-OIO 

-040 

•072 

Quebec 

01AI7 

7300 

A+ 

105.6245 

6.15 

-036 

-031 

♦081 

Ctlicorp FRN 

02AM 

5338 

A+ 

993826 

536 

-034 

-004 

+072 

■ HJROCt ■ 

*."• 1‘* ■ 



-T 

^ .; 

;*• ji 


Bayer L-Bk 

OBrtM 

9300 

AAA 

1203459 

531 

-OJM 

-039 

+024 

Toronto 

as/04 

8300 

AA+ 

1153815 

832 

-OIO 

-040 

+0.15 

Brtl Canada 

07/99 

10626 

A+. 

1072700 

540 

'-axis 

.-0.14 

+1X6 

Deutsche BFRN 

09/02 

5375 

AAA 

1013197 

530 

- 

-037 

+025 

■ EUROYEN . 


V 




Ji'.':;-’. 


WorW Bar* 

03/02 

5250 

AAA 

117.1400 

135 

-0.04 

-OSB 

+0.19 

Spain 

03/02 

5.750 

AA 

119.0500 

137 

-0X35 

-OJO& 

+021 

Cred Fancier 

08/02 

4.750 

A 

1133471 

136 

-035 

-032 

+070 

K3yFRN 

07/99 

0394 

AA 

1003292 

030 

-037 

-036 

-038 
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■ ECU BOND FUTURES (MAT1F) ECU100300 
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CURRENCIES AND MONEY 


Asian crisis boosts $ and rate outlook 


MARKETS REPORT 


By Simon Kuper 

The dollar jumped against 
the yen yesterday, helped by 
renewed worries over Asia 
: and a saijaisp rally in US 
stocks. 

Ttie dollar, seen as a safe 
baven:- from' Aslan financial 
turmoil, gained. YL6 to close 
In London at ¥133.1. Its rise 
was restrained somewhat by 
the continuing belief that 
central banks might inter- 
vene against it 

The Hong Kong and Singa- 
porean. stock markets fell by 
nearly 9 per cent each, 
largely because of the 
impending collapse of Pere- 
grine, the Hong Kong securi- 
ties- company. But most 
Asian currencies held up. 
Currency strategists said the 
foreign exchange market 
had already discounted Pere- 
grine’s demise. 

The Thai baht and the 
Taiwan dollar (ell. but the 
Indonesian rupiah firmed as 


POUND SPOT FORWARD AGAINST THE POUND 


the International Monetary 
Fund held talks with Jakarta 
about the details of the res- 
cue package it brokered last 
. year. The IMF is seeking eco- 
nomic and banking sector 
reforms from Indonesia. 

The country was "dicing 
with default" on its foreign 
debt, said Richard Gray, 
eme r gi n g markets economist 
at Bank of America. In Lon- 
don. 

UK interest rate futures 
contracts soared as the 
money market decided that 
British base rates had 
peaked. A surprise fall in UK 
industrial production in 
November, caused by the 

strong pound, and tame 
wholesale price figures in 
December, added to belief 
that the economy would 
slow sharply this year. The 

■ Pound In H«w York 


Jan 12 

—Latest- ■ 

• • Pre* dose - 

Ergot 

1.619S 

10140 
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16115 
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161 25 

16065 

IF 

1D333 
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short sterling contract for 
June jumped 18 basis points, 
and is now pricing In base 
rales slightly below the pres- 
ent level of 7.25 per cent The 
pound barely moved yester- 
day. 

■ German, US and French 
interest rate futures rallied 
on fears that the Aslan crisis 
might prompt global defla- 
tion and interest rale cuts. 
Eurodollar futures contracts 
are now pricing in a 75 per 
cent chance that the US will 
cut rates in March. 

Hans Tietmeyer, Bundes- 
bank president, said yester- 
day that Lhe Aslan turmoil 
would "dampen the infla- 
tionary rise” In the US. 

Earlier this year, Alan 
Greenspan, chairman of the 
Federal Reserve, had like- 
wise warned against defla- 
tion rather than inflation. 
His comments, which broke 
the habit of a lifetime, had 
sent yields on 30-year US 
Treasury bonds to their low- 
est level since 3977. 


Taiwan dollar - 

Aoainst the US datar fft-P* USS& 

2T -F 1 
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4m ’ 1997 Jap 98 

Sourer DatmanviCV . 

■ UK interest rates have 
peaked, if you believe the 
money market. 

Philip Shaw, chief econo- 
mist at Investec in London, 
docs not. He points out that 
UK inflation Is still above 
the Bank of England's 2.5 
per cent upper limit. He adds 
that whereas the Fed might 
cut rates in order to help 
indebted Asia, the Bank of 
England, as a much smaller 


international player, can 
ignore the troubles of other 
countries. Gerard Lyons, 
chief economist at OKB 
International in London, 
noted that the Bank's last 
Inflation Report had said it 
expected a rebound towards 
trend economic growth in 
1999. A rate cut was there- 
fore unlikely, he said. 

■ The Asian crisis hit South 
Africa yesterday, as the rand 
dropped to just above 5.00 
against the dollar. The tail- 
ing gold price also weighed 
on the currency. But South 
Africa's Reserve Bank 
showed no concern. Bert us 
van Zyl, general manager of 
the bank’s International 
banking division, said the 
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5.00 level was "no more sac- 
rosanct than any other level 
in the market To say that at 
any price we have to protect 
this. I think that would be 
folly." 

4CAST. the economic con- 
sultancy. called his com- 
ments "careless” and “an 
invitation to the market to 
buy dollars." But Mr Van Zyl 
may have noted South 
Korea's doomed attempt to 
draw a “Maginot Line" at 

1.000 won to the dollar. 

■ Fidel Ramos, the Philip- 
pine president, yesterday 
cancelled planned visits to 
Europe and the US after an 
opposition senator had asked 
him not to waste dollars 
while the country’s currency 
was collapsing. 

Meanwhile, police in Thai- 
land suspended Richwell 
Datanct, a foreign exchange 
firm, and arrested its man- 
ager on charges of illegal 
currency trading. The police 
said that about 30 such firms 
were on their target list. 
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DOLLAR SPOT FORWARD AGAINST THE DOLLAR 
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lan+crq 

120933 

123305 

3.1 

120292 

26 

12.733 S 

20 

845 

Sweden 

(SKd 

80405 

SaAaerianri 

tSFd 

■J tHBL 

+00037 872 - 887 

20905 

20701 

20746 

70 

2053 

50 

20599 

5.4 

1080 

Switzerland 

(SFO 

1 4767 

UK 

M 

- 

- 

- 

- 

. 

• 

. 

. 

. 

. 

103.9 

UN 

m 

10185 

Ecu 

- 

1.4904 

+00021 894 - 913 

1/925 

1/812 

1/861 

3 A 

1/791 

30 

1.449 

2.8 

- 

Ecu 


1.0860 


S*t - 1.210686 - - .... 

Americas 

Argentina (Paso) 18182 +0.0042 178 • 185 16107 1.8086 

Bcnfl (RSI 1 0115 +0X072 tea ■ 118 1.8121 1.7981 

Canada (CSJ 20206 +0JQ218 197 - 2 V0 20221 20056 24145 3-2 22048 

Maria) (New Praof 1S3770 +00237 340 - 199 13.7386 1X3228 13.5573 -162 138705 - 

USA $ 1.S1B5 +00036 182 - 188 1.6185 1,5005 16159 20 1.6115 

PieHUIkMe EaiMHa 

Audrata (AS) 25268 +00244 253 - 28? 2J308 05123 2-5215 06 2.5719 

Hong Kong (HKS] 120394 +0.0247 362 - 425 1U446 12.4640 106928 -14.7 12.8634 - 

Mot . (Raj 64.9597 +0-2843 235 - 950 64.4000 «.1 220 

brM (Shk> 5.7722 +0.0238 863 - 781 5.7787 5.7346 

Japan (V) 215382 +2-982 265 - 479 215340 212.660 214017 70 211.752 

Malaysia (MS) 7.5280 +OJ08S4 165 - 355 78086 7.4082 70194 ID 73447 ■ 

NserZodand (NZS) O037B +0-0123 355 - 400 08443 00258 2042 -10 20483 • 

PWBppdwa (Peao) 700804 -1296 344 - 483 710447 706022 7109® -130 732568 

6hX 8 Arabia (SR) . 00726 +00127 707 - 745 6J7747 00378 6.066 10 6 0539 

Qngapora (SSI 00214 +00574 178 - 2S2 20262 08837 20733 -210 20933 -1 

South Ata (R> 80771 +0.1011 732 - BlO 808» 7.9887 81604 -100 82517 - 

South Korea (Won) 281104 -110758 -500 298220 280500 

Taiwan (It) 650634 +0.7533 872 - 295 55.9305 55.1922 55.7905 10 550717 

Thrihnd ' (Bt) 81.7880 +4201 283 - 087 901910 850740 93.0746 -17.1 952358 -1 
t Ran hi Jan 8 BaMbr *pi«Mb in Oa Rand Spat wdadDei onV ON U An* docknal phCM. Mdi eda 

average ia» - ioa Mr nband fla. dhr. ma qaaa and faraeri ran to Been efe aid tlw Defer trow i 

Ctoswa SPOT and FORWARD RATE MnCM. San* TOooa nnaMt y the FT. 

The «0ngt iwpnW «i rtife HU* ee Ad mMM> aa SwnwnaC a umatawmFTxan 


2.7 22875 20 806 

■140 15.1883 -115 

1.7 1082 16 1106 

2 A 2/712 22 840 

-100 13.6082 -80 


8.7 201092 84 117D 

-ID 70568 -4/ 

-10 20707 -12 101D 

-130 81.0365 -140 
12 . 00036 1.1 

-187 3.0568 -4.6 
-80 06576 -72 


1 / 55.1296 10 

■15.1 104098 -14D 
altered by the Bank of England. Saae 
are derived kornlHE WWRB/TERS 


Closing Change 9n'off« Deyft mid 
iMRnni on day spread raryi low 


-0D124 689 
-0.045 BOO 
-0.0062 242 
-0.0047 050 
-0.0049 871 
-00018 180 
- 0.68 000 
-00006 689 
-009 805 ■ 
-0.045 900 ■ 
-00027 485 
+00525 224 ■ 
-028 680 
-0265 000 ■ 
+00451 380 ■ 
-0001 752 
+00036 182 - 

+0.0009 655 


USA ® - - • • 

Padflc/Mddie East/ Africa 

Australia (AS) 10612 +00117 605 - 616 10620 10600 10604 

Hong Kong (HKS) 7.7475 -0002 470 - 460 7.7+90 7.7+05 7.B55 

(ndca (%} 39.7650 +0075 500 - 800 390820 39.7300 

bred (Shk) 15664 +00068 634 - 68a 30700 10425 

J*U1 (Y) 131075 +105 040 - 110 131360 131.800 132/45 

Malaysia (MS) 40500 +0.045 450 - 550 4.7200 40900 4.6535 


Singapore (S$) 10050 +00315 030 - 070 10075 1.7780 104 -2 

South Africa (R) 40805 +00515 890- 920 40985 404*5 5.044 -1; 

South Korea (Won) 1737.00 -72 500 - 000 1850.00 1710.00 

Taiwan (TS) 340155 +00895 810 - 500 340100 34.1950 340265 - 

Thailand (Bt) 56.7000 +2475 000 - 000 570000 510000 570 -1; 

t 30R rate per % lor Jan 9. BktWftr spreads ei the Defer Spot taste snow gray ihe bat three i 
U8 aarancy. -LP. Morgen nominal Intflcae Jsi 9; Base average 1990-100 
lhe ex c hange rutet prmari ki iha nfafe are also avafefjfe on [he rtemet at hctpe/A+wwTrxom 


Om month Thrae months One year JJ> Ua-g+n 
R]tt "‘.PA tee ftPA tec “--PA 1 rrjtr 


10 1C2.1 
1.7 102 0 
1 4 132.7 
1.7 302 

1 r 1CW.5 

IT 102.7 
-1C 3 650 
-2 7 

04 754 
1.7 132.0 
1.7 1C12 
10 970 
ID 92.1 
1.1 783 
90 84 6 
38 107.6 
1.6 1032 
-ii 


0.7 S3.1 
-15.4 

- 1108 

0.9 857 
-100 


40 119.7 
- 6.1 
- 1.6 
-160 
-00 
-64 

-9.0 

-0.3 - 

-150 - 

ore quoted m 


12 7370 

127689 

20 

12.73/9 

'.£ 

12 5954 

370220 

37434 

2/ 

370195 

20 

2607 

68949 

6.9135 

2G 


1 7 

60314 

5 4851 

54966 

2.5 

5 4791 

2 t 

5.4156 

80638 

6.0764 

20 

6C584 

1.9 

55843 

10110 

1015 

22 

1 095 

2.0 

1.735 

286280 

091.08 

-160 

296005 

-150 

316.825 

10661 

13683 

03 

10632 

00 

J079J 

1779 75 

1789 49 

-07 

17900 

-04 

178106 

370220 

37 434 

2.4 

37.3195 

20 

3607 

20405 

2.0446 

2/ 

2.0332 

31 

30135 

7.4604 

75111 

20 

7/907 

10 

7/264 

185270 

1B5041 

06 

185013 

0.7 

194 

153600 

153045 

00 

153.74 

08 

152.41 

70979 

8.03 3 

i.l 

8.02V 

OS 

79982 

1/684 

1/694 

5.t 

1/602 

4 2 

1/195 

10095 

10159 

2.C 

10115 

1.7 

1.592 

1.0614 

10674 

-10 

1.0896 

-10 

10988 

00997 

. 


. 



1.1173 

. 

. 

- 

. 


1.4305 

1.4324 

10 

1.4303 

>0 

1/243 

82300 

809 

-131 

8.6075 

-166 

9.54 

10600 

10604 

00 

10578 

09 

1.5471 

7.7+05 

7055 

-167 

70825 

-12.1 

BJS475 

39.7300 

- 




. 

35425 

• 

- 

- 

- 

- 

131.900 

132/45 

5.7 

131.405 

50 

126025 

45900 

4.6535 

-0.9 

-5.682 

-20 

4035 

1.7518 

1.7564 

-2.1 

1.7618 

-10 

1.7806 

430000 

4407 

-156 

45.46 

-150 

50.9015 

37510 

3754 

-00 

37563 

-00 

3.771 

1.7780 

104 

-233 

1.8612 

-135 

1.92 

40415 

5.044 

-120 

5.1208 

-10.4 

5/36 

171000 

- 

- 

- 

- 

- 

34.1950 

340265 

-0/ 

34.548 

-0.4 

34.628 

530000 

57.6 

-190 

59.1 

-169 

65.7 


■ S LIBOR FT London 

Inte rS en li Ftabig - 65 52 Si 5£ 

US Doftv CDs - 5.37 137 507 509 

ECU Linked Eta +J 4'i 4j 4i 

SOR Linked Ds - 37, 3(, X? 41 - - - 

5 17BCR aunxv* I'amg raM ore otrerad run for 51 On quoted to <he market by tour 
wfwwc* s+raa U Ham each worfjng day. Hie banka are- Bankers Trust. Sank of Tokyo 
| uauoaht. Barctrys and NUtenai Wnatmnstar. 

Mri r£te ov 6»*rvm (or the duntac Uomy Run, USS CDs. cCU S SDR Inked Dtpaa 

EURO CURRENCY INTEREST RATES 

Jan 12 Short 7 days One Three Sax One 

twin nauoe month months months year 

Sesu-r Franc 2,i • 3>+ 3^-3,’- 3»i - 3it 3,1 - 3, ? 4 3JJ - 3^ 3*1-35? 

Dins.1 Krane 3)i - 3»r 3lJ - 3\ 3% - 3^e 3C - 3 4i - 3% ih ■ 

German Mark 3,1 • 3ft 3> 2 - 3ji - 35b 3ft - 3ft 3% - 3b 36 - 36 

Often GuBJer 3^ - 3ft 3>i ■ 3% 3b ■ 3fi 3JS - 3^ jg - 3jj 36-36 

Ftensh Franc 1ft ■ 311 36 - 3ft 3,1 - 3)3 4ft - 3JL 4ft - 3JJ 3jJ - 3jJ 

Porr+fiueee Es=- 5ft - +12 5ft - S 5ft - 5ft 4*3 - 4JJ +}> - 4J3 jJs - 4J3 

Sparest Posen -‘ft - 4,*J ■ Jj! Jft - J% ag - aft aft - -JJ+ o,i . df» 

Storing - ?1 8 7ft - 7ft - 7ft 7*J - 7jl 76-76 7ft| - 7ft 

SaBsfiarc i>4 - ft l-ft ift-U isl-ift ill - ill ’IS - i J 2 
Canadian Doaar 4ft - 4ft aft - 4ft 4ft - aft ag - ajj aft - aft ajj - +6 

JS D=Ear 5ft - Sft 5*2 - 5ft 5ft - Sft 5ft - 5ft - Sft 5fi - 5J3 

rntian Ura 6ft - 5ft 6ft - 6,1 6ft - 6ft 5JJ - 5ft Si] - 5ft 5ft - 5ft 

Japanese Yen ft - ft ft - ft 11 - ft si - ft ft - H SJ - U 

AaanSSng 3ft -3 ID -7 n - 3 » - 8 79 - it *6 - io 

iw term rues are cjd !u the US DoOor ana Yen. odterc: rno as, s' nouce 

■ THREE HOMTH PtBOR FUTURES (TAATFIPans imertank ottered rate 



Open 

Sen pree Change 

High 

Low 

Esl vol 

Open mt. 

Liar 

9607 

9607 

+109 

9641 

96.36 

27.416 

79.895 

Jun 

9608 

9606 

+109 

9601 

9605 

16.036 

43.753 

Sep 

96.17 

96.16 

-0.19 

9621 

9614 

7.493 

30.927 


■ THREE MONTH EUROMARX FUTURES (UFFEr DMlm potrns ol 100% 



Open 

Sen price Change 

Hkjn 

Low 

E9. vol 

Open mt. 

Mar 

96.34 

96.37 

+0.04 

96.40 

96 34 

80000 

356797 

Jun 

9601 

9605 

+0.06 

9609 

96.21 

83264 

334070 

Sep 

96.11 

96.15 

+007 

96.19 

96.11 

57189 

236261 

Dec 

95.98 

9600 

+0.08 

9605 

95.97 

84600 

215081 

■ OKS MOMTH EUROMARX FUTURES (UFFE)* DM3m points of 100K 


Open 

Senpnce Change 

High 

Low 

EsL vol 

Open int. 

Jan 


96.54 

+0.02 



0 

966 

Fen 


96.52 

+0.06 



0 

133 

Mar 


96.46 

+005 



0 

150 

Apr 


96.45 

+0 06 



a 

50 

■ THREE MOMTH EUROURA FUTURES (UFFE) 1 

LI 000m points of 10096 


Open 

Sen price 

Change 

High 

Low 

Esl ud 

Open Itr. 

Mar 

94.60 

94.52 

-0.05 

94.60 

94.52 

33682 

150507 

Jun 

95.40 

9534 

-0.01 

95.40 

95.33 

33399 

1334S3 

Sep 

95.71 

95.68 

- 

95.75 

95 68 

11721 

97063 

Dec 

95.75 

95.72 

+0.02 

95. BO 

95.71 

26060 

96348 


■ THREE MONTH BIRO SWISS FRANC FUTURES (UFF9 SFhm points ol lOOfc 



Open 

Sett pnee Change 

High 

Low 

Esl vol Open ire. 

Mar 

98.52 

98.52 

+003 

98.58 

98.51 

14548 

76783 

Jun 

98/1 

9841 

♦006 

98/7 

98.40 

9255 

36655 

Sep 

9809 

98.30 

+0.07 

9805 

9809 

5256 

18940 

Dec 

98.14 

98.12 

+0.07 

98.16 

98.11 

13QS 

8481 

■ THREE MONTH EUROYEN FUTURES (UFFE) YlOOm points cri 100% 


Open 

Sett price Change 

rtgh 

Low 

Eat vol 

Open int 

Mar 


99.18 

+0.03 



0 

n/a 

Jiffi 


99.33 

+006 



0 

n/a 

Sep 


99 34 

+4X06 



0 

n/a 

■ THREE MONTH ECU FUTURES (UFFE) Ecuim points of 10096 



Open 

Sell price Change 

High 

Low 

Esl vol 

Open int. 

Ms 

95.69 

95.68 

+003 

95.71 

95.68 

655 

9442 

Am 

9572 

95.71 

+0.05 

95.74 

95.70 

587 

6566 

Sep 

95.74 

95.75 

+0.06 

95.78 

95.74 

290 

6257 

Dec 

95.89 

95.87 

+0.06 

95.89 

9509 

9 

4084 


' UFF6 iutums also traded on APT 

■ EUROURA OPTIONS (UFFE) LI 000m points Of 100% 


dectrmt places. UK. I 


SuikB 

price 

Mto 

- CALLS - 
Jun 

Sep 

Mur 

— PUTS - 
Jun 

Sep 

9490 

ais 

006 

101 

0.13 

002 

0.03 

9475 

007 

0.63 

007 

000 

0.04 

0.04 

9500 

003 

0.42 

0.75 

001 

0.08 

0.07 


Esv WM tool. Cafts 4025 PUe 2713. Previous day's open an.. Cafe 15B0CS Pua I 


CROSS RATES AND DERIVATIVES 


•' J 

EXCHANGE CROSS RATES 

Jm 12 • BFr . DKr FFr 

DM 

E 

•L 

H 

NKr 

Eb 

Pt» 

SKr 

8Fr 

E 

C$ 

S 

Y 

Ecu 


Belgium ' 

(BFiJ 

ibo 

18/8 

1603 

4848 

1047 

4768 

5/62 

20.06 

405.7 

4ia7 

21/4 

1934 

1047 

3022 

2-666 

3540 

2/55 


Derenark 

PKr) 

54.18 

10 

8.791 

2026 

1054 

2563 

2058 

1007 

2680 

222/ 

11.61 

2.131 

0092 

2070 

1/44 

1920 

1030 


Fiance 

(FFr) 

61.81 

-1103. 

10 

2087 

1.199 

2338 

3.365 

12.36 

305/ 

2530 

1301 

2.424 

1.015 

2.355 

1.643 

2180 

1.513 


Germany 

(DM) 

20.63 

3008 

3048 

1 

0.402 

9830 

1.127 

4.138 

1020 

84.71 

4.422 

0.812 

0.340 

0.7B8 

0050 

73.1B 

0.506 


Iratend 

m 

51.37 

9.483 

8037 

2.490 

1 

2449 

2006 

1000 

2540 

2110 

11.01 

2021 

0.846 

1063 

1.369 

1820 

1061 


Italy 

<U 

2.097 

0087 

0040 

0.102 

0.041 

100 

0.115 

0/21 

10.40 

8.613 

0/50 

0.CB3 

0035 

0.080 

0056 

7/41 

0.051 

• 

Netheriends (R 

1801 

3080 

2.072 

0088 

0056 

8720 

1 - 

3073 

00.75 

75.19 

3-925 

0.720 

0002 

0.700 

0/88 

64.95 

0.449 


Norway 

(NKfr ’ 

4905 

9003 

8090 

2/17 

0070 

2377 

2.723 

10 

247.1 

204.7 

10.69 

1061 

0021 

1.905 

1029 

1760 

1024 

• . ;■ ^ 

Portugal 

(Es) 

20.17 

3.725 

3074 

0078 

0093 

961.9 

1.102 

4047 

100 

8205 

4024 

0.794 

0032 

0-771 

0038 

71.57 

0/95 

•_ . 

Spain 

(PW) 

2405 

4/95 

3062 

1.180 

0/74 

1161 

1030 

4085 

120.7 

100 

5019 

0058 

0.401 

0031 

0.649 

8808 

0.598 


Sweden 

(SKr) 

46.65 

8.813 

7072 

2082 

0008 

2224 

2.548 

9.359 

2310 

1910 

10 

1.835 

0.768 

1.783 

1044 

165.5 

1.145 

- ^ 

Switzerland 

ISF+J 

25l42 

4.893 

4.126 

1-232 

D/95 

1212 

1.388 

5099 

1260 

104/ 

5.449 

1 

0.419 

0.972 

0078 

90.18 

0024 


UK 

(Q 

G0.71 

1101 

9053 

2043 

1.182 

2895 

3016 

12.18 

3000 

2490 

13.01 

2088 

1 

2.321 

1019 

215/ 

1/90 


Canada 

(C$) 

26.16 

4.830 

4046 

i06a 

0.509 

1247 

1/29 

5048 

129.7 

107/ 

5.B08 

1029 

0.431 

1 

0.697 

9201 

0.642 


USA 

(S ). ■ 

3701 

6026 

6.088 

1.819 

0.730 

1788 

2049 

7.525 

185.9 

154.1 

6.041 

1.478 

0.618 

1.434 

1 

133.1 

0021 

1 • " 

Japan - 

(V) 

28.19 

5004 

4075 

1087 

0049 

1344 

1.540 

5055 

139.7 

1150 

6.042 

1.109 

0.464 

1.077 

0.751 

100 

0.602 


Ecu 


40.74 

7021 

R612 

1.B76 

0093 

1942 


8.172 

2010 

1670 

9.732 

1003 

0.671 

1.557 

1086 

144.5 

1 


Dentek Kroner, Frenefi Hwe. rune^an Kroner, ana SiredOh Kronor pe- 1ft BeVen Fane. Ytn, Ee rtUn . Urn and Pastes par 1*1 


■ D-MARK HmiWB(IMM) DM 125000 per PM 


■ JAPANESE YEN FUTURES (IMM) Yen 12.5m per Yen 100 





Open 

Latest 

Change 

Hflh 

Low 

Est vol Open W. 


Open 

Lataot 

Change 

High 

Law 

Esl vol Open kw. 

• 


Mar 

60497 

00539 

+0.0029 

0.5542 

00487 

20087 

1OB087 

Mar 

0.7625 

07622 

-0.0013 

0.7656 

17618 

27/63 

91.239 

A. w' 


Jun. 

00553 

00563 

+00021 

0.5569 

05563 

76 

3021 

Jun 

- 

0.7725 

-00008 

— 

- 

1 

2.170 



Sep 

- • 

CL5560 

+0.0088 

0.5580 

• - 

31 

1.633 

Sap 


0.7929 

- 

- 

- 

1 

326 

+.--- • 


■ SWISS FHAMC FUTURES 0MM) SFr l 25,000 par SFr' 



■ STERLING FUTURES (IMM) £62,500 per £ 




■* ’ 1 

:+ ’’ 

Mar 

0.6807 

06855 

+00034 

0.6B62 

0.8800 

8.916 

57.766 

Mar 

10070 

10118 

+00050 

1.6126 

10064 

6.587 

33088 

_ , 


Jun 

m. 

0.6815 

+00027 

0.6923 ' 

_ 

7 

907 

Jun 

1.6040 

1.6040 

+0.0048 

10050 

1.6030 

28 

1033 

. — — 


Sep 

•' “ 

00960 

- 

- 

- • 

2 

1.102 

Sep 

- 

1.6980 

♦00058 

10980 

- 

2 

5 


UK INTEREST RATES 


LONDON MONEY RATES 

Jan 1* ‘ : Over- . 7 days 

. night noBca 


EMS EUROPEAN CURRENCY UNIT RATES 


One Three Sfac 
month months months 


.<5 isr - 


WartjBnk Srerfing 7ft - B 7ft - 7 7ft - 7ft 7ft - 7fl 7ft 7 
StmanoCOB . . ‘ •- - 7,1 - 7ft 7ft - 7ft 7« - 7_ 

T ranury Sri • . . - : - 7ft - 7ft 7ft - 7ft 

Benk BBb - 7ft - 7ft 7» - 7ft 7ft - 7 A 

Inca Uhodty daps. 7ft - 7 7ft - 7ft 7fl + 7fi 7fi - 7» 7jS - 7” 
Oscoirt MaVet daps 7ft - 7 ft 7ft - 7ft - 

UK OMtring bank base tencSng rata 7ft per .cent tram Nov fi, 1907 

. 10Jto 1 ■ 1-3 , 3-6 8*9 


Carta d T«x dep. (£100000) 2ft 5ft 5 5 4ft 

Certo of Tax d» unthr tlDODOO is 2ftp& Dapostis rittM tar orit iftpc. 

Nrs. tends rate of fecoH on Jon 9. 60939pfc .63GD tad rite SOg. &pcrt Ftanca Mato 
up day Oec'31. 1897. Agreed rate lor period Jan 2B, 19GB to Feb 24. 19B8. Scheme H OSSpc. 
Ftetaence Meter ptetod Nsv 29. 1997 loOacSI. 19B7. Sehetnee W ft V 7-Ttfex. Fbence 
kteue Gue We qpcMtn Jen 1.1S08 

■ TI«milOirmCTEMilWW7ni»lE»{UFF9E^ 



Jan 12 

Ecu OWL 

mlw*t 

Rate 

Ecu 

Change 
on fifty 

+7- from 

C0fL mffl 

% spread 
v westost 

D*v. 

rnd. 

One 

Ireland 

0.796709 

0.790566 

tM 1 (Ml 

-0.003495 

-102 

301 

7 

year 

V. - 7ft 

ty.-w 

ttaly 

1BQ8/8 

1940/5 

+1.13 

1.78 

0.68 

-13 

Roland 

505424 

5.97398 

-0.00221 

2.05 

0.40 

-14 

Spate 

163026 

167015 

-0063 
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-001 
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004 
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* 
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Denmark 
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701082 

-000334 
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000 
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13.5485 

130782 
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002 

-18 
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Germany 
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1,97267 

-0.00063 
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001 

-24 


Netherlands 

2.16979 

202287 

-0.00065 
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000 

-18 

9-12 

mdntha 

BstehsTi 39.7191 
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40.6824 

-0.01 

2/5 

000 

-IB 
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Greece ■ 

295069 

311.780 

+0.000 

5.59 
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- 
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0072443 
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-1501 
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Ecu cemal oats «s by the Euopren Commteacn. Curandea are in desmsmg raHie feengft. 
ForoMags ctanpoe era tor Ear ■ postt* dongs fenetfe e eerie curocyDhtegoree rime Be otto 
brtueen am •madE the perewnge dWerence oeteteen As acael martw md Ecu canM M tar a 
ouneney, end the nextann permfead parewaoe devtalon d me cvrency*s rsarfee ran temlsEm 
ceeHl rets. 17 /USCL Stering n^ancted kom BW. A^jgpngnt cateteOHd by ttie Ftanefe tknea. 

■ PMtADBLPMA 8 E V* OPTIONS 531 250 (cents per pound) 




Open 

Sett price Change 

rtgh . 

Low 

: Est. vol Open kit. 

Strike 

— 

- CALLS 

— 

- PUTS - 


Mar. 

9205 

32.70 7 

riXIB 

92-72" 

9205 

■75652 

'143888 

Price 

Jan 

Feb 

Mar 

Jan 

Feb 

Mar 

Jun . 

.'....92.71 

. 19206 , 

+0.19 

9208 

92.71 

60767 

118625 

1030 

009 

108 

1.87 

2.04 

300 

am 

Sep 

8201* 

9302 

+0.18 

83.07 . 

9ZJ1 

<3199. 

98652 

1040 

005 

ass 

102 

2.78 

3.77 

4.54 

Dec 

-,'93.12 

. 93.10 

+0.14 

9305 

93.12 

29632 

63745 

1050 

0.13 

0.71 

103 

aee 

401 

504 

Mar 

. ' 9303 

'3308. 

."+0.12 

83.45' 

93,33 

25051 

67823 

ftevite* day's vol.. Cafe 19 Pua 896. 

Pre*. ttayli open W.. Cafe 28048 PUS 22096 


Alto traded on APT.-Ar^pen Moran «ga. am ftr day. 

■ 8HOWT 3TERUMQ OPTHUM g-lffE) ESOO.OOO poir<8 ctf' 10096 

Strike . r--'. - — CALLS — ..... . PUTS 

Woe • . Mar- .Jim . Sap .' .Mar jun Sep. 

9250 '" *<L27-’ ~ CL43 . 002 ' 007 0D8 '0.10 ' 

fla»‘ V •' 'A.10 .026 ..'/IMS'-.. 0.15 -0.16 ..0.16 - 

8800 003 1 0.14 026 0.33 029 027 

Eat vpt tM (Ms 2)041 Puts 15442. Previous dajrg open rt. Cafe 183130 ftkS 1S10S7 


■ WWJUHEUim SE P0MIlK/i> ORTHMtS DMgLSOO 8 per DM) 
SbRe ; — CALLS PUIS — 


Jen 
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Feb 

Mar 

Jan 

— PUTS - 
Fob 

Mar 

ae2 

1.05 ' 

105 

0.17 

051 

0.73 

003 

0.77 

106 

007 

073 

005 

ais 

055 

003 

0.00 

101 

102 
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RASE LENDING RATES 




" 
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iartrTSrC; 
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Aton&Coinpany-" 725' 
AIS»d*WiBjok(OB) 725 
*ftnry AiMbpdxa"'- 70S 
Banco BEaDVlzoa)s-725 
.. -725 - 
BaikaHretoid ’ 7 25 

. Bgnkbtindki . ’ . 725 ' 
BarkrtScotoUr ^ 72S 
'OardoyaBar*. ; , 708 .' 
BrtBkofUBaw': .725 
•ftwnSf^r*’Colll72S; 
OfcarkNA • . 725 • 

Oy*adfcBwk .728 
Tlrec&opera8wBarf(70S 
0MR4CB • ■ . 725 
OPteRpUfeBafe 7J» 
bwantaarte. >.• '.;725 


. .Bretaf-lhst L&nted 625 
RnMida QanBBhk 6 do 
•R obert Fftn*g a Co725. 
•Guinn*?* Mahon . 726 
MUbBark/IB2u<ch 725 
• Hem farc s Bank-' _72S 
.HatfabNSGentavBkJas 
C-HoareftCo . 725 

HongJOTH * Shengha! 725 .■ 
irwaafecBank (UK) LH72S '. 
JUmHocbaSai* ’ 72S 
•taoprid JoaifA a Gbns 725 
UoydeBank '• -■ 725 . 

MdhndBanK '• -725 
Na tWeatmirw . 725 .. 

•ReaBratfiera 725 
FbvalEkd9a*art 7J& ■ 
ScoHafi Won Sank. 725.' . 


•SMhaVMamsm 725 
3on Barking Co*p Ltd 725 
TSB - 725 

UHfed Bank of Kmh& 725 
Unity Trust BjrkPfc- 725 
WWserayLfeSaw 725 
Yoricahireaei* 725 

• tMbem ef London . 


•' Aoocfcfen 
'"hatknlrhtiMaR 


0545 . 062 1.05 105 0.17 001 0 

0050 003 0.77 1 D6 037 073 0 

0695 015 055 003 086 1D1 1 

Pnmtoue dtvte voL Cafe IQS Puts 483. hw. d*/e apart hL. Cafe S0B7 Puts 17088 


M THREE —OWH BWOPOtlAH $1m poWs Of 100% 

Open latest Chengs HSgh Low . Esl vol Open int. 

Mar ' 9402 9427 +006 9409 B4AB 207,009 510040 
Jim' 9409 9406 +005 6409 9409 385245 413054 

Sep . 9404 94.69 +005 94.73 94.64 127.176 292005 

■ US TREASURY WH FUTURES EMM) 01m pgr 100% 

M k - 9507 95.45 +009 9508' 9507 8200 9257 

0m 8048 9500 +008 9503 OSAO 128 1019 

Sap 8546 95.46 +0.07 95.46 0546 10 40 

Al Opm tens tfea. we far prerioua rife ■ 

■ EgjONMK OPTICUS (UffQ DMlm poaia dt 100% 
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Pries Jan Feb Mar Jun Jan Feb Mar Jun 

9825 OU 0.15 016 0.15 002 0.03 0D4 016 

. 9660 001 003 004 006 014 0.16 0.17 031 

9875 0 001 001 002 008 039 009 002 

9700 0 0 0 0 063 003 063 0.75 

Esc. «oL tool Cafe 37186 PUS 1D9S3. Prewtous (toy's open Irfr, Cafe 279187 Puto 310978 

■ ■WIOSlWCTFRAIICOPnOHa (UFFE) SR- 1m prints ol 10086 
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003 • 
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002 
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062 

072 

to <50 Pub lia Previous day's opm kc. Cefe 100 ftito 1836 



lr, +•>". 








JALECO LTD. 

(the “Company") 

NOTICE 

to the holders of the 
Yen 3,000,000,000 
Nil Coupon Resettable 
Convertible Bonds 2001 

(the "Bonds") 

NOTICE IS HEREBY GIVEN to ihr boldns of thr Bonds ibai ihr 


Limited and as agent of the Company aa successor to Yamairiu Bonk 
(U.K.) Pic for the acceptance of service of process issued out of the courts 
of England in respect of any legal action or proceedings in respect of dre 
Bonds and (he Instrument dated 15th November, 19% relating to (hr 
Bonds, with e fleet from 9th January, 1998. 

This notice b green by 

JALECO LTD.. 

19-7, Yoga 2-dume, 

ScLogaya-ku. 

Tokyo, Japan 

and by Morgm Guaranty Thist Company of New York 

ds Principal P<nvur Agent 

Dated: 13di January, 1998 


SALOMON SMITH BARNEY HOLDINGS INC 

(Formerly Salomon inc) 

EUTN KOI 77 USD150U CaOsble 02A»98 Due 02/08/99 
Common Coda: 6356967 / (SIN *r XS008356567-4 
Notice is hereby given, in accordance with the Prospectus 
Supplemeru dated February 6, 1996 relating to lhe above menUoned 
notes, that the Issuer intends to redeem all the Notes on the Optional 
Redemption Date; February 9, 1898 at a price ol 100% ot princpai 
plus accrued and unpaid interest to but not including the redemption 
date ot February 9. 1998. 

January 13. 1900, London f*mB A AVA 

lBrMIU|C»p>aAggncyiM W 1/D/imVj 


Two unique quarterly credit ratings reference sources from FT 
Financial Publishing, essential to all ptayera in the international 
credit markets - borrowers, investors and intermediaries alike. 

Credit Ratings 

INTERNATIONAL 

FT-CredU Ratings lruenumoatd provides the ody comparative listing 
of the credit ratings assigned to aroond IfijDOO inlernaljoaa! borrowm 
ty (he wild's leading razing ageacies: 

•Canadian Bond Rating Service •Dominion Bond Rating Service 
• Duff & Phelps •Fach Investors Services •IBCA 
•Japan Bond Research Institute • Japan Credit Rating Agency 
• Moody’s Investors Service • Nippon Investors Service 
•Standard & Poor's •S&P - ADEF •Thomson Bankteicb 
Jjj addition xwliiple ratings of individual issuers are aggregated hno the 
unique FT-CRI Composite Index. 

CREDIT RATINGS 

in emerging markets 


This directory Bits Jor At first tmem a single source ever TflQO 
credit ratings assigned bj 34 nttlng agencies — nine international 
end 25 local -to earning market fixed-income securities in: 

Argentina « Bahrain • Baogladedi ■ Barbados ■ Belarus 
Bolivia • Brazfl • Bulgaria • Rule • China ■ Cotombia 
Cyprus • Czech Republic • Ecuador ■ Egypt • El Salvador 
Greece • G uatem ala • Hong Kong • Hungary » Indfa 
Indonesia • Israel • Jordan • Korea • Kuwait ■ Lebanon 
Liberia • Mann • Malaysia • Mexico • Morocco • Oman 
Pakistan • Panama • Paraguay • Iftnt • Philippines • Mand 
Fbmtgnl • Qatar • Romania • Rossis • Saudi Arabia 
Singapore • Slovak Republic ■ Stororia ■ South Africa 
Sri Lanka • TYdwan • Thailand • Tnnisui • Tlnrkey 
United Arab Endntfes * Urngnay • V etrerod a • Vietnam 


For further information contact: 
Marketing Department 
FT Financial Publishing. 

Maple House, 149 Tottenham Court Road. 
London W1P9LL, UK. 

Tel: +44(0) 171 896 2316 
feu +44 (01 171 896 2319 


FINANCIAL TIMES 
Financial Publishing 


4r IRISH 
PfRMANENT 

BuiLDCte soam 

aoo.ooo.ooo 

Floating rate notes 1998 

Notice is hereby given dtar 
for the interest period from 
9 January 1998 to 8 April 
1998 the notes will carry an 
Interest rate of 7.85S59%per 
annum. Interest payable on 
9 April 1998 will amount to 
im.77pcrim.m note and 
iJ<87. 73 per HOC, 000 note. 

Agent Morgan Guaranty 
Trust Company 

JPMorgan 


We are pleased to announce that 

James Hickman 
has been named to the position of 
Managing Director 


Russell Reynolds Associates 

Executive Recruiting Consultants 


Amstoumh Atlanta Bucclona Boston: Brussels Bcemx Aires Ciucaco Copenhagen Dallas 
Edinburgh FEANtrurr Hamh’RC Hong Kong Houston London Los Angeles Madrid Melbourne 
Menlo Park Mexico City Milan MinncaEOLU/St. Paul New Yoke Paris San Feancuco 
SaO Paulo Shanghai Singapore Sydney Tokyo Toronto Warsaw Washington, D.C. 


www.ni5sreyn.com 
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COMMODITIES AND AGRICULTURE 


The sharp devaluation of the rupiah and export bans are having their effect 

Indonesian crisis 
hits commodities 


By Peter Montagnon 
in Jakarta 

Indonesia’s sharp devalu- 
ation has brought little com- 
fort to the country's com- 
modity producers, with diffi- 
culties facing all three main 
sectors of palm oil. rubber 
and timber, economists and 
bankers say. 

Normally, a cheaper local 
currency would boost the 
profits of commodity compa- 
nies whose products are 
priced in dollars, but palm 
oil producers have been 
unable to take advantage of 
this because the government 
bas banned exports In the 
current quarter to help 
secure supplies and keep 
domestic prices down. 

Ironically, this bas helped 
push up palm oil prices in 
international markets, says 
Agnes Safford of ABN Amro 


Hoare Govett. Normally, 
palm oil would be Indones- 
ia's sixth or seventh largest 
export commodity. 

The share prices of the 
two listed plantation compa- 
nies, London Sumatra and 
Astra Agro, have been badly 
hit as a result of the ban 
and first-quarter results 
are likely to be extremely 
disappointing, says another 
analyst 

Economists say they 
expect the International 
Monetary Fund to press the 
government to lift the export 
ban in this week's negotia- 
tions over a strengthened 
economic reform pro- 
gramme. But there could be 
insistence because of fears of 
social unrest, says Mr David 
Chang of Trimegah Securi- 
ties. The government is even 
less likely to change its 
mind after shops ran out of 


supplies of cooking ofl and 
other staple foodstuffs as the 
crisis in financial markets 
intensified last week. 

Nor is the outlook encour- 
aging in other sectors. The 
financial crisis in Thailand 
has prompted rubber produc- 
ers there to increase their 
output, which has affected 
international prices. 

Thailand had previously 
been expected to wind down 
its rubber production, while 
Vietnam has increased the 
acreage under cultivation. In 
Indonesia, a shortage of 
investment capital has 
slowed the process of con- 
verting rubber plantations to 
the normally more lucrative 
palm oil, says Ms Safford. 

Plywood producers are 
wrestling with a sharp fall in 
the International price of 
timber as building sector 
demand drops in South 



Shortage of capital has slowed the conversion of Indonesian robber plantations to palm oil 


Korea, Japan and China 
which are Indonesia's main 
markets. Dollar revenues 
have encouraged Indonesia's 
timber companies to raise 
dollar debt and they are now 
being squeezed as prices fall. 

But Mr Chang believes the 
problems are short-term. 


Indonesia i hpg some advan- 
tages because land and 
labour are cheap and the 
country has a bigger land 
mass, he says. 

Less clear is how the 
devaluation has affected 
pulp and paper producers, 
some of whom have been 


able to raise large loans on 
international capital mar- 
kets even since the country 
first sought assistance from 
the IMF last October. Econo- 
mists say it has proved diffi- 
cult to track the prices 
obtained by Tnrtnmtgian pro- 
ducers for their output 


Copper, nickel to suffer most from Asian turmoil 


By Kenneth Gooding. 

Mining Correspondent 

Copper and nickel are the 
base metals most likely to 
suffer big drops in demand 
because of the Asian eco- 
nomic crisis. Aluminium is 
the least exposed, according 
to Alan Williamson, analyst 
at Deutsche Morgan Gren- 
fell. part of Deutsche Bank. 

Copper prices dropped to 
their lowest in four years 
this week and those of alu- 
minium, nickel and zinc to 
their lowest for 12 months 
because of poor sentiment 
caused by the Asian situa- 
tion. Analysts believe the 
slowdown in Asia Is likely to 
lead to a fall in construction 
activity and in car and truck 
output - two critical sectors 
for metals demand. 

Mr Williamson warns of 
further price weakness for 


Base metals exposure to Asia 

Copper Aluminium Lead Zinc Nickel 


Asia .. .r 

3.605 ; 


Rest of the world 

7.039 

12,842 3.853 

Total 

10,644 


% Asia 

33.6 

26.6 24i 

Growth In consumption 1988-96 (tonnes OOO) 

Asia 

1.682 

; Tja&r ^-506- 

Rest of the world 

1.178 

2.748 459 


4,282 


532 


Total 
W Asia 


31.0 38.7 


735 120 

2*6a : 

58.8 41.8 52.4 41 A 57*7 


Source. CRU. W8MS. Deutsche Morgan Orenfof 


London Metal Exchange 
metals in coming weeks. 
Analysts at Macquarie Equi- 
ties. part of the Australian 
h ankin g group, agree. "We 
expect the first quarter of 
this year to be the worst for 
these metals." they say in 
their Commodities Report. 

In Deutsche's Metal Win- 
dow publication, Mr William- 


son says that, even in those 
Asian countries where physi- 
cal demand for metals 
r emains firm, concern about 
the fragility of the banking 
systems is making some 
traders and producers 
unwilling to extend credit to 
Asian consumers. This has 
led to metal being diverted 
to western Europe and 


North America “and this has 
had a further depressing 
effect on sentiment in these 
regions even though local 
demand remains strong”. 

The Macquarie analysts. 
Jim Lennon and Adam Row- 
ley, suggest Asian consum- 
ers unable to obtain foreign 
exchange or letters of credit 
are having to draw metal 
from stocks they built up in 
the last quarter of 1997. 

“The outlook for Asian 
demand for the year as a 
whole still appears to be 
deteriorating and doubts 
continue to be expressed 
about the ability of Asian 
countries to export their way 
out of trouble,” they say. 

"If exports are increased to 
thir d country markets, that 
is at the expense of products 
produced in those countries 
and reduced economic 
growth and direct metals 


demand in those c ount ries - 
on a global basis exporting is 
a zero-sum game.” 

Macquarie says it is 
almost impossible to reach a 
definitive view in such rap- 
idly changing circumstances, 
but it believes the Asian 
slowdown will knock 1 to 2 
percentage points off global 
growth rates for all LME 
metals compared with 1997. 

“While this weaker 
demand might be somewhat 
offset by strong European 
and US demand, we question 
whether this will be enough 
to prevent any of the main 
metal markets sliding into 
supply surplus in 1998,” say 
Mr Lennon and Mr Rowley. 

“Metals prices will bounce 
from present depressed lev- 
els but further weakness is 
on the cards as the full 
extent of the Asian slow- 
down manifests itself.” 


Mr Wilhamsoh says ana- 
lysts are reducing their fore- 
casts for the performance of 
the South Korean economy 
almost continuously. He 
points out that South Korea 
is the fourth biggest alumin- 
ium. copper and zinc con- 
sumer outside the former 
Communist bloc and the 
filth biggest user of nickel. 

His analysis shows Asia 
(excluding China) accounted 
for nearly 34 per cent of 
western copper consumption 
and nearly 60 per cent of 
growth in demand over the 
past 10 years. It accounted 
for nearly 36 per cent of 
western consumption of 
nickel and almost 58 per 
cent of the increase in 
demand since. In contrast, 
only 26.6 per cent of alumin- 
ium demand and 42 per cent 
of the rise in demand came 
from Asia. 



MARKETS REPORT 


By Robert Corzine, Kenneth 
Gootfing and Gary Mead 

A fresh Iraqi challenge to 
the national composition of 
the latest UN arms inspec- 
tion fawn'd to p p tpr the coun- 
try underpinned world oil 
markets yesterday. 

The move helped reverse a 
sharp fall in early trading on 
London’s International 
Petroleum Exchange, when 
renewed worries about 
Asian economies caused 
crude to sink to a 45-month 
low; at one stage Brent 
Blend for February delivery 
was quoted at $15.10 a bar- 
rel, down 40 cents. 

The Iraqi threat to ban the 
team from carrying out their 
mission helped prices 
recover to around $15*0 a 
barrel in late London trad- 
ing. 

Silver continued to be hit 
by worries that US lawyers 
might launch a class action 
alleging the market is being 
manipulated and the price 
dropped another 16 cents, or 
more than 3 per cent, to 
$5*0 a troy ounce. 

GNI Research said in its 
daily commodities report it 
was unlikely any legal 
action would be taken but 
the wave of selling “suggests 
that a word may have been 
put in the appropriate ear by 
the authorities”. 

Peter Fava, head of pre- 
cious metals at HSBC Mid- 
land and chairman of the 
London Bullion Market 
Association, said: “We have 
seen things that suggest the 
[silver] market is being 
squeezed. We think the 
source of the squeeze is in 
the US and we think it's the 
investment flmds in the ITS 
who are doing it.” 

Ted Arnold, analyst at 
Merrill Lynch, who had fore- 
cast a $7 an ounce silver 
price, said he now expected . 


the price to bead towards $5.^ 
The 7 game was- up forthe, 
speculators involved in the 
squeeze. "Indian demand 
starts to fall once prices rise 
above $5 and. a large amount 
of new mine -production is 
scheduled to arrive this year 
from BHP*s Cannington 
mine in Australia.” 

On the London Literna-' 
tional Financial Futures 
Exchange coffee futures slid, 
further, the March contract- 
closing $25 lower at ^$1,730. 
having touched a -high of 
$1,750 during the day. - 

Cocoa was hit by selling: 
by investment - funds and 
closed at its lowest point' 
since early December, down 
£24 at £1,024 a tonne, ah 11* 
per cent drop in four weeks. 

US farmers may harvest a 
record 2.8m bushels of soya-: 
beans and 9.8bn bushels of 
maize this year, according to 
estimates from Chicago- 
based analysts AgResouzce. 

At that level of production: 
farm prices would average 
$5.75 a bushel against the' 
US Agriculture Depart- 
ment's estimate of $&20 fo$7 
for the 1997 harvest; the US 
soyabean stockpile would, 
rise slightly, to 399m bush- 
els. 

March soyabean futures 
on the Chicago Board' of 
Trade were 2*4 cents lower 
in early trading at $6.63 a 
bushel, largely on fears over 
weakness in Asia's financial - 
markets. 

Analysts said yesterday 
jthey saw the Asian financial 
crisis acting as a bearish fee- : 
tor for world wood pulp 
prices for the first hatf.’of 
1998. with Goldman Sachs 
forecasting an average for- 
the year of $570 a tonne: 

In the middle of 1997 some.; 
pulp industry forecasts had 
projected $700 a tonne for , 
1998. On the QMLX in Ldn^ - 
don yesterday the Malrcti 
pulpex contract traded, 
slightly lower, at $478-25. 


COMMODITIES PRICES 


BASE METALS 

LONDON METAL EXCHANGE 

(Prices from Amalgamated Mqtal Trading) 
ALUMINIUM. 99.7 PURITY (S per tonne) 



Cash 

3 ruths 

Close 

1444-5 

1472-2* 

Previous 

16JO-41 

1493-94 

High/low 


1490/1464 

AM Official 

1444-4.5 

1472-3 

Kerb dose 


1472-3 

Open iitl 

207*85 


Total riaJy turnover 

78.139 


■ ALUMINIUM ALLOY IS per tonne) 

Close 

i3i3-a 

1333-5 

Previous 

1325-35 

1346-48 

High/low 


1335/1330 

AM Official 

1300-05 

1325-35 

Kerb dose 


1325-30 

Open Irrt. 

5*45 


Totd daily turnover 

1.308 


■ LEAD (S per tonne) 


Close 

541 .5-2.5 

548 5-9.5 

PrevkXB 

570.5-71.5 

572-73 

HigtVtow 


567/543 

AM Official 

547-8 

553-4 

Kot> close 


545-6 

Open iiu. 

31.692 


Total daiy turnover 

9,084 


■ NICKEL (S per tonne] 


Close 

5580-90 

5680-90 

Previous 

5670-80 

5765-70 

Highflow 


5760/5640 

AM Official 

5565-70 

5665-75 

Kerb dose 


5680-65 

Open Int. 

58.354 


Total dally turnover 

23.420 


■ UN |S per tonne) 



does 

5090-100 

5120-25 

Previous 

5220-30 

5240-50 

High/low 


5230/5100 

AM Official 

5130-35 

5165-70 

Kerb close 


5105-10 

Open int 

14,493 


Total ctaffty turnover 

4.972 


■ ZINC, special high grade (S per tonne) 

Close 

1051 *-2.5 

548-9* 

Previous 

1068.5-89.5 

1091-92 

HlgMov. 


1080/1068 

AM Official 

1046-7 

1072-3 

Kerb dose 


1077-8 

Open int 

76.614 


Total dady turnover 

23.752 


■ COPPER, grade A (S per tannej 

Close 

1630-31 

1660-61 

Previous 

1640-41 

1889.5-70* 

t-HgMow 


1672/1648 

AM Official 

1628.5-9.0 

1658-60 

Kerb dose 


1662-3 

Open irrt. 

148,788 


Total daily tumwer 

47*58 



Precious Metals continued 

■ GOLD COM EX (100 Troy oz^ Srttoy az.) 

Sett Day's Open 

pries change (Ugh km VU tot 

Jan 278J -02 

Feb 2709 -02 280.4 2703 33277 103.7k 

Apr 2804 -0J 281.9 280.0 2373 10782 

JIB 2821 -04 2835 2820 998 12360 

Ang 783 J) -as 284.5 2845 77 5.520 

Oct 2855 -06 - - 31 3485 

Total 39,670 197,960 

■ PLATINUM NYMEX (50 Troy ok Sftroy or.) 


■ LME AM Official E/S rates 15143 

LME Closing E/% rates 1.6185 

Spot 1.835 3 raft; 16157 E lifts 1X083 9mfcc 1JG011 

■ HIGH GRADE COPPER (COMEX) 



Sett 

Dot* 




0pm 


price change 

High 

Low 

Vnl 

tat 

Jen 

74 00 

-0.15 

7400 

7335 

516 

755 

Frit) 

74 40 

-0.40 

74.45 

73 70 

97 

3577 

Mar 

74 BO 

-0*0 

75*0 

7380 

4.107 35,932 

Apr 

75*5 

-0*0 

75*0 

75.10 

49 

1*39 


75.75 

-0.55 

76.00 

7450 

328 

5*80 

Jn 

Total 

75*0 

-CM 

76*0 

76*0 

59 1*99 
5,770 99*15 


PRECIOUS METALS 

■ LONDON BULLION MARKET 

(Prices supplied by N M Rothschild) 

GofcHTroy azj £ pnoa C equfv SFr equhi 

Close 276.40-27890 

Opening 27B.10-27&5D 

Morning fi* 278.50 1 72.574 409.339 

Afternoon fix 278.90 172.320 410.541 

Day’s High 27750-277.90 

Day's Low 279.05479.45 

Previous dose 279JO-279SO 

Loco Ldn Mean Gold Landtag Ratos (Vs USS) 

1 month .3.79 6 months -3.78 

2 months ...3,78 12 months ,..,..,..,.3.78 

3 months -....3.78 

SBw Rx prtroy oz. US cts equfv. 

Spot 342.55 553.25 

3 months 343.00 551.50 

6 months 343.40 549 75 

1 year 341.85 54625 

Gold Cains S price £ gquiv. 

Krugerrand 281,5-284.5 172.5-175* 

Maple Leaf 

New Sovereign 66-69 405-4 SL* 


Jen 365.1 +1* 3830 363* 12 215 

Apr 381.6 - 362* 359* 1*34 10*45 

Jut 350 6 - 359* 358* 413 60S 

Oct 357.6 - 357.0 3S7* 154 161 

Total 

■ PALLADIUM NYMEX (100 Troy 0C4 SAroy oz.) 

Har 

224.40 - 224.40 221*0 

101 3*29 

Jen 

221.15 - 221.15 220.00 

20 577 

Sep 

218.15 - 218.00 218.00 

4 

Total 




M SILVER COMEX (5.000 Tray on Certsfboy azj 

Jan 

544* -153 566* 

566* 

14 25 

Har 

547* -163 S64* 

540* 16.067 61487 

May 

548* -16.3 5820 

541.0 

347 7*65 

M 

547.7 -16.1 553* 

541* 

271 7*60 

Sep 

547.5 —15.8 545.0 

544.5 

77 1.638 

Dec 

547.0 -15.8 555.0 

540* 

IS 8.658 

Total 



18*89 95*53 

ENERGY 



M CRUDE OIL NYMEX (1.000 barrels. S/barreO 


latest DayK 


Open 


price change Mgb 

LOW 

Vot Int 

Feb 

16*8 -0 05 16.70 

18*0 47,138 94*54 

Mar 

16.75 -0.10 16.90 

16*2 34,720 63*84 

tat 

16.98 -0*8 17.12 

16.74 

9*68 32712 

Hey 

17*1 -0*5 17*6 

15*5 

5.480 26.161 

Jnn 

17.41 -0*5 17*0 

17*0 

8*72 37.112 

Jet 

17.60 -0*3 17.63 

17.43 

1.978 20*86 

Total 


129,796434*77 

■ CRUDE OIL IPE (S/batreO 



Latest Days 


Opes 


price change Hgi> 

Low 

VM tat 

Fab 

15*5 -0.15 15*0 

15.10 17*86 47*79 

Mar 

15.47 -0.10 15*2 

15*6 23*43 71,679 

tar 

15.70 - 15*1 

15.48 

4*60 22572 

May 

15.81 -015 15.99 

15.68 

1,400 15.1BB 

Juo 

16.02 -0.12 16.16 

15*5 

3*29 20,431 

Jo) 

16*0 +0.01 18.32 

18*8 

2965 9*80 

Total 



nte eta 

■ HEATING Ott. NYMEX (42*00 US gtffs: c/US galls] 


Latest Day's 


Open 


price change High 

Um 

Voi U 

Feb 

46.30 -0.40 46.70 

45*1 18.507 58.552 

Har 

46*0 -0.40 47.10 

46*0 

0.453 27*70 

tat 

47.30 -0*5 47*5 

48.65 

4*50 14,136 

May 

47.70 -0.10 47*5 

47.10 

2*90 9.445 

JUD 

48.05 +0.05 48*0 

47*0 

1,752 11735 

Jot 

48.65 +0.15 48.80 

48*0 

1,717 6*46 

Total 


41*59182802 

H GAS OIL IPE (S/tome) 




Sett Day's 


Open 


price change Mpt 

LOW 

Voi tat 

Jaa 

141.75 - 138.25 136*0 11,075 7.033 

Feta 

140.75 -3*0 141.75 13a 50 14*99 29.607 

P4ar 

142.75 -3*5 143*0 140*0 

3*70 12*16 

Apr 

144.75 -3*0 145*0 142*0 

2*38 7.995 

May 

146.75 -2.75 147*0 145.00 

1*23 3*70 

Jm 

148*0 -2.75 149*5 146.75 

1*45 11*84 

Total 


37*52 95.788 

■ NATUHAL QAS K (1*00 HR pence per tort 

frib 

13480 +0*30 13460 13990 

170 3.415 

Har 

10.600 +0*00 10.800 10.470 

275 2*00 

Total 



nta nta 

■ NATURAL GAS NY1IEX (10*00 imti&L,' S/Dnt&U 


Latest Pay's 


Open 


price donga Mgta 

Um 

«M tat 

Feb 

2*15-0*31 2*30 

1.985 19*72 38.711 

Har 

2015-0*31 2030 

2*00 

7.148 27*06 

tar 

2020 -0.022 2030 

2015 

4*82 13*07 

May 

2*35-0*20 2050 

2035 

1*68 10*24 

Jun 

2065 -0.007 2080 

2060 

818 9.769 

Jat 

2*90+0.003 2100 

20B5 

711 10,401 

Total 


39^90192143 

■ UNLEADED OASOLffffi 



NYMEX (42*00 US 0«L: C/US Bate) 




Latest Day's 



Open 


pries 

(tenge 

Mgb 

Law 

Yd M 

U 

5230 

-0 51 

5300 

51*0 12540 38.682 

■far 

52*0 

-050 

53*0 

52*5 10*03 17.628 

Ate 

55.00 

-0.40 

S.S 

54*5 

5.140 14*17 

May 

55*5 

-0.15 

5560 

54.70 

2831 11.407 

Jon 

54*0 

-0*5 

55*0 

54*0 

1*45 8*73 

M 

54 40 

-0.05 

54.40 

5440 

930 7*79 

Total 





40*07103*47 


GRAINS AND OIL SEEDS 

■ WHEAT UFFE (100 tonnes; E per tonne) 

Sait Day's Oran 

pries change Ngb low W tot 
Jan 79.70 +005 8000 7095 13 68 

H* 81.70 -020 82.15 81.70 24 3*18 

May 8170 -020 84.10 8160 150 3*46 

JUI 85.70 -020 8000 8600 15 492 

Sap 81.00 38 

ToM Ml 0381 

■ WHEAT CBT (5.000bu min; centsiSQIb bushel) 

Bar 321.75 +075 324*0 31925 11*79 50821 

Hay 32a 75 +0*0 331.00 32050 2*95 11783 

Jd 33025 - 33050 334.00 3,000 21*11 

Sap 34150 +250 344*0 34100 137 1.158 

Dec 354*0 +250 355*0 352*0 264 2*81 

Jnt 35000 - 358*0 357*0 25 23 

Tetd 18*56 97*87 

■ MAIZE CBT (5*00 bu mto: cwite/5«b bushel) 

Mar 25025 -1*0 26075 37.00 24*97184*23 
Way 284*5 -2*0 26075 25100 4*47 55*60 

M 268.75 -1*0 271*5 267*5 6.470 63,622 

Sap 268*0 -2*0 Z70.00 26000 433 9*64 

Dec 27200 -1.75 273.75 271*0 3*29 35*16 
Mar 278*0 -1.75 278.75 Z77*0 70 1.643 

Total 38*683 30*02 

■ BARLEY UFFE (100 tonnes; E per tonne} . 

Jan 74.00 -0*5 74.00 74.00 2 45 

Mm 7025 -0.65 77.00 76*0 15 1.410 

May 77*5 -0.65 20 

Sap 78*5 +0*5 - - - 6 

Total 42 1*23 

■ SOYABEANS C8T (VOOCbn nW; cantsffiOft tnaafl 

Jan 664.75 +175 665.75 657*0 2342 3*27 

Har 66525 -0*0 666*0 657*5 26*54 59*71 

Uay 86075 +025 671*0 662*0 4*44 2E.7E0 

Jd 672*5 -0*0 673*0 664*0 5*56 27*54 

Ang 671*0 -0.50 67150 667.00 244 4.676 

Sap 657.50 -1*0 658*0 855*0 25 387 

Total 41*31 133.7CT 

■ SOYABEAN OIL CBT (60.000tt«s: csnts/lb) 


SOFTS 

■ COCOA UFFE (10 tonnes; E/tonno} 


Jan 

24*8 

-0*2 

24.60 

24*8 

2005 

1,691 

Mv 

24*7 

-0.19 

24*8 

24*1 15,719 57,545 

May 

24*7 

-0.16 

PFfW 

24*3 

4,120 19*52 

Jnf 

25*6 

-0.13 

25.18 

25*0 

3,433 74*53 

Ang 

25*2 

-0.08 

25.10 

24*5 

887 

4.104 

Sep 

24*3 

-0.07 

24*8 

24*0 

63 

1.710 

Total 





26,747 191,526 

■ SOYABEAN MEAL CBT (100 tons S/ton) 

Jan 

196.7 

+1* 

1959 

193* 

4.424 

9*04 

Mar 

194* 

+1.0 

195* 

191* 10*22 45*16 

May 

104.B 

*1.1 

195* 

190.9 

4*89 25*88 

Jri 

195* 

+0* 

196.7 

192* 

2470 

17.936 

Aug 

197* 

+0.7 

197* 

193* 

607 

6*04 

S»P 

197.0 

-0.1 

198.0 

194* 

912 

4*11 

Total 





23*36 114*86 

■ POTATOES UFFE (20 lonrws; £ per tome) 

Mar 

65.0 

-25 

_ 


_ 

_ 

Ate 

IDS* 

-25 

109.0 

105* 

20 

1*44 

May 

115.0 

-25 

_ 

_ 

_ 

62 

Jan 

125.0 

-25 

- 

- 

_ 

- 

Rmr 

54.0 

_ 

_ 

_ 

- 

_ 

Total 





20 

1,149 

H FREIGHT (B1FFEX) UFFE (SUtfndes point) 

Jan 

1180 

-25 

1190 

1180 

27 

649 

Frib 

1175 

-25 

1175 

1175 

8 

193 

Mar 

1190 

-30 

1200 

1185 

22 

151 

Apr 

1255 

-20 

1265 

12G0 

Z 

478 

Jd 

1120 

-30 

1120 

1120 

3 

123 

TMd 

Ctasa 

Pm 



86 

1*49 

BFI 

1221 

1224 






PULP AND PAPER 

■ PULPEX QMLX (USS: 34 air dry tons) 


Sett 



Open 

price donga ngb Low 

Vd 

tal 

47025 

-7.75 478*5 473*0 

49 

418 

497 00 

-8*0 497*0 491.00 

56 

279 



120 

7D9 


FUTURES DATA 

AB futures data sippSed Oy CMS. 


Taa from The Tea Brokers' Association 
Landed: There was very strong and active 
demand. Assams advanced 20 pence and 
often more far cotoury brighter types. East 
Africans appne dd ed by between 10 pence 
aid 30 panes. Onshore: There was good 
demand at dearer rates. Landed price 
Indications (kw week’s figures In brack- 
ets* best aval table, 204p (I80p»; good. 
189P (I7ipfc good medium, iSQp (lB6pk 
medium, I70p (152pK low medium, NO. 
The Wriest price reaftsed this wm* wag 
204p lor as Assam Pf. 


Open 

Hull in iu u 

1042 1024 3*45 .63*87 
1068 1050 1*56 25*09 
1084 1075 175 12*70 
1110 1092 321,23*64 
1137 1121 688 27*97 

1157 1145 948 17*17 


Sett Oefs 
pika rheme 

Her 1024 -24 

May 1050 -23 

Jd 1071-23 

Sep 1093 -21 

Dee 1119 -21 

Her 1144 -20 

Total 

■ COCOA CSCE (10 tonnes; Monnas) 

Mar 1541 - 1568 1535 6.136 35*54 

Hey 1577 -20 1594 1570 1*07 21068 

Jd 1606 -24 1624 1600 366 5,576 

Sep 1632 -24 1653 1630 158 5*42 

Dee 1564 -24 1680 1570 57B 9*81 

Mar 1691 -40 1700 1686 484 9*61 

Total 9*41 91*00 

■ COCOA tlCCO) (SDR'a/tame) 

Jan 9 Price Frew, day 

OaSy 124170 1261.19 

■ COFF EE UFFE (5 tonnes; 3/tonne) 


Job 

1758 

-2 

1775 

1750 

367 

3*78 

Hot 

1720 

-25 

1750 

1710 2633 25*23 

May 

1704 

-21 

1730 

1695 

563 

9*87 

Jd 

1594 

-21 

1712 

1685 

102 

1*87 

Sep 

1689 

-21 

1690 

1685 

13 

837 

Her 

Total 

1689 

-21 

1695 

1688 

10 

38 

M COFFEE *0' CSCE (37.500UW: centaflba) 


Mar 

159.70 

- 163*0 156*0 6*31 16*45 

Uay 

1S*0 

-205 157.55 151*0 1*82 

6,265 

Jd 

150.75 

-1.75 151*0 147.50 

255 

2*93 

Sap 

144*0 

-225 144 50 143*5 

171 

1.480 

Dec 

14000 

-200 140.00 139*0 

S3 

1*45 

Mar 

136*0 

-225 13675 136.75 

12 

300 

Total 



9,134 ZM» 

M COFFEE (K 50} (US eonts/pound) 




Jan 9 

Com daffy 

is day average 


127*3 

127.79 


M WHITE SUGAR UFFE (50 tonnes; S/torm) 


Mar 

298.5 

-4* 

3025 

297* 5*53 21.907 

Vi 

301* 

-4* 

308* 

301* 2244 8*73 

Aog 

304* 

-3* 

307* 

304* 239 5*37 

Od 

300* 

-3.5 

302*. 

300.0 95 4*55 

Dec 

303* 

-1.7 

304.5 

303.0 31 215 

Total 





■ SUGAR 11’ 

CSCE (112*00635; ceros/lbo) 

Mar 

11.46 

_ 

11.72 

11 .4513.020 88*58 

Mar 

11*6 

-0*9 

11.46 

11*5 5*71 38.060 

Jd 

11.12 

-0*1 

11*5 

11.12 2326 28.456 

Oct 

11.13 

-0.19 

11*5 

11.12 1.408 31,510 

Mar 

11.11 

-0.16 

11*1 

11.11 317 7*55 

■far 

11.11 

-0.11 

11.18 

11.11 155 1.468 

Total 




24*10197*57 

■ COTTON NYCE (50.000Bm; conts/bs) 


- Hey 


65.58 -1.84 66*5 65*210*06 38,458 
07.01 - 67*8 56.92 3*60 14*57 

M 68*3 -0*5 68 .73 68*0 2.700 15,174 

Od 70.78 -0.32 70*3 70.70 398 1*93 

Dee 72*5 -0.09 72*0 71*3 2*02 14,787 

■tar 73.08 -0.62 73*5 7105 91 589 

Total 9*98 85*83 

■ ORANGE JUICE NVCE (I5*00ttw; cents/tos) 


Jan 86.15 +7*5 85*0 79.00 133 300 

Mar 89*5 +7*0 90*0 83*0 3*63 10*76 

May 9025 +5*0 90*5 86*0 419 6,740 

Jui 93.45 +5*0 9145 90*0 173 4.180 

Sop 06.45 +5*0 96.45 96.45 97 2*18 

Ho* 99*0 +5*0 99*0 99*0 51 1*19 

Total 3*06 37*60 


VOLUHE DATA 

Open interest and Volume data shown for 
contracts traded on COMEX. NYMEX. CBT. 
NYCE. CME. CSCE and IPE Crude Off are 
one day In arrears, volume 8, Open Merest 
totals are tor all traded months. 


INDICES 

H n a u ta ra (Brag 18/9/31 - 100) 
Jan 12 Jen 9 month ego 
1721* 1733* 1783.0 

■ CRB Futures (Base; 1987 - 1001 


year ago 
1891* 


Jan B Jan 8 

223*3 224.90 

I GSaSpct (Base: 1970 = 100 } 


ago year ago 


Jon 9 Jen 8 month esc 
168.46 169.32 18044 


year ego 

223.46 

LM WAREHOUSE STOCKS Itaweeaf 


Atambftan 

-2*00 

lb 

816*25 

AJurdnkan stay 

+20 

to 

42,660 

Copper 

-650 

to 

341*00 

1 r-nfi 

-250 

to 

111*75 

reded 

-324 

w 

65.814 

Zinc 

-776 

10 

489*75 

Tin 

+46 

10 

13,145 


MEAT AND UVESTOCK 

H LIVE CATTLE CME (4Q.OOOtos; centt/bs) 

Sill Difs Opm 

Price ctamge Ugh lae Vgl U 
FOh 64.175 -0*75 B4550 64*50 5*99 41*09 

Apr 06.550 -0*00 87.100 68.475 5^ 32*90 

tat 87*75+0*00 67*00 67*50 2*13 20*52 

Aug 58*25 +0.150 68.700 68.150 691 7*34 

Od 70.625 +0*75 70.BZ5 71400 272 2*17 

Doc 71.500 -0.100 71J50 71 450 107 489 

Total 14*82 105,108 

■ LEAH HOPS CME (WbOOfas; cante/fcri 

Bah 57.800 +0*75 58*25 57*25 1626 21*62 

Apr 56.329+0*50 58*50 55.800 2*36 11,795 

JOB 64.125+0*75 64*50 63*00 1*15 7*22 

Jd 63*75 +0.750 64*00 61125 513 2*92 

Aq 62.000+0.500 62*50 81.400 109 814 

Dot 58*75+0*25 59*50 58*00 107 917 

7dtd 8*27 45*16 

■ PORK BELLIES CME (40,000lbs; cents/Tba) 

Rfc 50.450-1*75 51*00 50*50 1*89 5.356 

Mr 48.375 -1.125 51.150 49*50 540 1*60 

Hay 50.625-0975 52.050 50500 69 1.158 

JM 51*50+0425 51*50 50600 52 754 

tag 47*50+0525 47*50 47*50 11 129 

Tatal 2*59 8*90 

LONDON TRADED OPTIONS 

Strike price S tornie — Calls — — Pvt* — 
M ALUMINIUM 


Pre*. day 

129.79 

128*9 


(99.7%) LME 

Feb 

May 

Feb 

May 

1400 

69 

106 

6 

26 

1500 

13 

51 

50 

69 

1000 . — . 

1 

20 

137 

138 

■ coppsi 





(Grade A) LME 

Fob 

May 

Feb 

May 

1600 __ 

65 

114 

16 

39 

1700 

16 

62 

68 

85 

1800 

2 

29 

153 

151 

■ COFFEE UFFE 

Jan 

Mte 

Jan 

Mar 

1650 .. 

113 

139 

43 

85 

1700 

S3 

114 

63 

110 

1750 

63 

96 

93 

142 

■ COCOAUFFE 

Mar 

May 

Mv 

May 

1026 .. 

28 

60 

29 

35 

1050 _ 

18 

47 

44 

47 

1075 . 

12 

38 

63 

S3 

M BRENT CRUDE 





IPE 

Feb 

Mar 

Feb 

Mar 

1600 

_ 

25 

57 

. 

1650 

- 

15 

. 

127 

1700... 

- 

13 

- 

- 

LONDON SPOT 

MARKETS 


M CRUDE Ott. FOB (per barrel) +cr- 


Dubai 

£13.04-3*9 

-0*05 

Brent Blend (dated) 

S15.00-5.03 

-0.365 

Brent Blend (Feb) 

S1S.40-S.43 

-0.365 

W.TJ. 

Si 6.60-6.62 

-0*3 

■ OIL PRODUCTS Mrtprasrpl daflwy Cf {tonne} 

Premium Gasoline 

Si 72-1 74 

-2 

Gas Ofl 

S141-143 

-6 

Heavy Fuel Ofl 

$73-75 

-2 

Naphtha 

Si 56-157 

-1 

Jet tod 

SI 62-1 64 

-2 

Diesel ' 

SI 47-148 

-3* 

■ NATURAL GAS (pencariherm) 


Boston (Feb] 

13.40-13.50 


Petnumm Argus. Tat. London pin ) 359 STS? 

■ OTHER 



Gold (per tray 

S3 78.65 

-0*0 

Sffuer (per troy az>* 

551.00c 

-23.0 

Radium (per troy oz.) 

5361 IX) 

-0*0 

ftofladksn (ptr tray oz.) 

£218*0 

+9.50 

Copper 

B2*c 


Lead (US prod.) 

45.00c 


TVi (Kuala Lumpre) 

20.61r 


Tin (New York) 

250.5 

-2X1 

Came {Dw weight) 

KL22P 

-1*7* 

Sheep (rive weight) 

ae.eop 

-3.43- 

Pigs (five wolghtjt 

5942p 

-10.65- 

Lon. day sugar (raw) 

$283.10 

-2*0 

Lon. day sugar (wte) 

$299.40 

-2*0 

Barley (Eng. teed) 

Unq 


Main (US No3 Yellow) 

El 09.00 


Wheat (US Dark North) 

Unq 


FUtoerf 

n/a 


Rubbery 

n/a 


Rubber (KL RSS Nol) 

287.02 

+3* 

Coconut 09 (Phll)§ 

eiaoy 

-20.0 

Patan Ofl (Malay.}S 

585.0 


Copra (Phll)§ 

S395.0y 


Soyabeans (US) 

102* 

-1* 

Cotton Ouooofcw indn 

72.05c 

-Q.60 

Wooftops (64s Super) 

385p 

+5 



CROSSWORD 


No.9,579 Set by HIGHLANDER 



E pv tanw umb HterMpa aldad. p peisMm. e eens/b. 

r iftOOBAa. n Udnean Eansflq. y JeVFcb. « Jn 
fUwanPny**. * OF Rotraom. $ Baton neu 
*•**• " CtaRiga on me. tUaBBd an nfa tad of pigs add. 


ACROSS 

1 Graduate the following day 
and get tanned (8) 

5 Vigorously encourage fash- 
ionable view, say (6) 

10 Low mass on Sunday (5) 

11 Customers caught Neil 
returning box (9) 

12 Dodgy seats smashed up 
alarming son (9) 

13 Brave explorer makes 
speech - no resistance (5) 

14 About to go on holiday and 
separate (6) 

16 Nothing inside. light on 
satire (7) 

18 Hairdresser’s pen catalogue 
(7) 

20 Bird family - small sibling 
in front (6) 

22 Paintings put back in coach 
(5) 

24 To sum up: electrically 
charged particle = accu- 
racy (9.) 

25 Drug far French .on Rhode 
Island - they’re a miscella- 
neous lot (9) 

26 Antelope as prepared in 
New York? The reverse (5) 

27 They may collapse in 
Rugby where dona collect 
unusual sum (6) 

28 Blood reportedly gone off 

club 18) ■ ' : • 

Solution to Saturday’s prize puzzle on Saturday January 24, 

Solution to yesterday's prize puzzle on Monday January 26- 


DOWN , 

1 Seeds open first to make a 
successful venture (6) 

2 Heard new attempt to cover 

everything without taking' 
sides (9) . r •= - — 

3 Hard work for Frenchman? 
To be filled in if one' wants 

It (11.4) 

4 Large area in Thrace aban- 
doned by English (?) .. 

6 Officer type not yet ready, 
for active service? (15) 

7 Still in semi-desert (5) 

8 Nevertheless no- good as .a 
service (8) 

9 Can dispose of mostly sea- 
sonal decoration (6) 

16 Start to make speech about 

one with spirit (9) . 

17 Spies too confuse d by 
chemically identical at om s • 
«> 

19 They drink in whatever 
can be turned to personal 
advantage (6) - 

20 Constable is unique <7)7 

21 Without success at tame* 
one is in the lead <2.4),.- 

2S Awake In a prison (5) 
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LONDON STOCK EXCHANGE 


Asia weakness sees Footsie under big pressure 


FTSE AtkShareinicx 


MARKET REPORT 


By Steve Thompson, 

UK Stock Market Editor 


All the gains garnered by the UK 
equity market since Christmas 
were virtually wiped out yester- 
day as London responded to 
events in New York last Friday 
and Asia yesterday. 

But London did manage a 
recovery, which ran concurrently 
with the Dow's performance. 

Wall Street kicked off under 
heavy pressure, and posted 
another three- figure fall shortly 
after trading commenced, before 
stabilising and embarking on a 
strong rally. At its best, as Lon- 


don dealers dosed their trading 
books after a traumatic session, 
the Dow Jones Industrial Aver- 
age was up around 30 points. 

The startling recovery by Wall 
Street was attributed to a grow- 
ing feeling that the US might be 
poised to relax interest rate pol- 
icy. "Futures activity in Chicago 
suggests the next move in 
short-term rates is down, which 
has to be seen as good news for 
Wall Street.” said a senior sales- 
man at one of the big London 
securities houses. 

The FTSE 100 index dropped 
150 points at worst, sliding back 
below the 5,000 mark on numer- 
ous occasions to hit 4.988.3. 
before stabilising and finishing a 


net 69.5 down at 5.068.8. The sec- 
ond-line and smaller companies 
indices came off their worst lev- 
els. but not to the same extent as 
the leaders, suggesting that the 
sell-off in the stock market was 
more determined than many 
thoug ht. 

The FTSE 250 index ended 65.0 
off at 4,799.6, having hit a low of 
4.790.1 in mid-afternoon. The 
Small Cap index lost 19.0 at 
2J329J3; at its worst the index fell 
21 points to 2£27JL 

Dealers pointed the finger of 
blame for the big fails across 
global markets squarely at Asian 
markets, which suffered further 
alar ming losses yesterday. 

The worst falls were in Hong 


Kong where the Hang Seng index 
plunged around 12 per cent 
before settling almost 9 per cent 
lower, still burdened by worries 
about the problems encompass- 
ing Peregrine, the Hong Kong 
stockbroking firm. 

Tokyo lost 2 J! per cent, Thai- 
land 4.5 per cent and Singapore 
8.75 per cent A 3.5 per cent rally 
in Seoul and a 2 per cent gain in 
Jakarta did little to calm inter- 
national investor concerns about 
the region. 

Once again, the Hong Kong- 
sensitive areas of the London 
market bore the brunt of the 
market's weakness for much of 
the trading session, although the 
two banks closely linked with 


Hong Kong - Standard Chartered 
and HSBC - staged a remarkable 
fight-back late in the day. 

The rallies in those stocks were 
linked to Wall Street's recovery. 

London dealers told clients to 
sit back and wait for the latest 
Asian jitters to calm down. “As 
always, the best thing would be 
to boy the quality stocks on any 
big falls,” was the view put for- 
ward by one of the top traders at 
a UK securities house. 

He . insisted that London 
remained attractive to interna- 
tional investors because of its 
low inflation, good growth and 
high liquidity factors. 

Turnover in the market was an 
unremarkable 751.5m shares. 
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Indices and ratios 


FTSE 100 5068J.. -694 

FTSE 250 4799.6 -t85.0 

FTSE 350 2444.7 -33.5 

FTSE AS-Shara 2389.32 -31.83 

FTSE AB-Share yield 3.25 320 


FT 30 ' " 3283.0 

FTSE l*fcn-Fk» pfa ■ 20.04 
FTSE 100 FutMar 60824 
lOyrQtt yield -..ftO** 

Long gWaqiAVy yki ratio 1 .87 
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Best performing sectors 

1 Water +0-7 

2 Rotators: Food 40A 

3 Utilities : ---0.1. 

A Bectronlc & Bee : — ; — -0-1 

5 BecWcIty — -0.1 


Wont perfuming sectors 

1 Dhrarsffied lnds— ■ 

2 Chamkrala : 

3 Extractive Inds — — — - 

4 Engineering — 

5 investment Tats . 


Standard 

forecasts 

chopped 


By Peter John, Joel Kibazo, 
Martin Brice and 
Melanie Senior 


An 8.6 per cent slide in the 
Hang Seng index was likely 
to make any stock associated 
with Asia look vulnerable. 
Add a clutch of broker down- 
grades and big falls for Stan- 
dard Chartered were a cer- 
tainty. 

The shares were down 
more than 10 per cent in 
early trading with brokers 
including Lehman Brothers 
and Gol dman Sachs assess- 
ing the impact of the "Asian 
contagion” on the bank, 
which generates two-thirds 
of its profits in the region. 

Lehman cut Its 1997 profit 
forecast to £775m from 
£925m and its 1998 estimate 
to £725m from £1.08bn. The 
downgrades reflected expec- 
tation that Standard will 
have to make provisions of 
around 2 per cent on its loan 
portfolio. But Lehman said 
recent sell-offs in the shares 
were over-reacting the crisis. 

Hie broker is at the bot- 
tom of a falling range of fore- 
casts. Elsewhere. Goldman 
“sharply" reduced its num- 
bers to reflect “the ongoing 
and apparently deepening 
crisis In Asia". The US bro- 
ker cut its earnings per 
share estimate for 1997 by 7 
per cent to 56.8p and its 1998 
number by a swingeing 11 
per cent to 55.9p. 


Robert Fleming Securities 
cut to £870m and £860m for 
1997 and 1998 and Panin ure 
Gordon moved to £88 im and 
£896m for the two years. 

Nevertheless, a healthy 
two-way business developed 
later with even some bearish 
analysts arguing the selling 
was overdone. Richard Col- 
man at Merrill Lynch said 
that while there were obvi- 
ous concerns. Standard - 
which has milli ons of cus- 
tomers throughout the world 
- was now valued by the 
market at less than the 
Woolwich - “a south of 
England building society 
with only 2m customers". 

Consequently, the shares 
rallied throughout the after- 
noon. They were 7 off just 
before the close and blipped 
up In the final seconds to 
close a net 2 higher at 549p. 

Brokers were also cutting 
forecasts for HSBC, which is 
less exposed to the region in 
earnings terms but a heavi- 
ly-weighted constituent of 
the Hang Seng. The shares 
closed 9 lower at £13.68. 


i83’-ip. Volume was 10m. 

Morrison said like-for-like 
sales had risen 3.9 per cent 
in the 22 weeks to January 
1998 and like-for-like sales 
for the year to date had 
climbed 2.5 per cent. The 
group also said takings in 
the five weeks to January 4 
were 10.5 per cent higher 
than the same period a year 
ago. The figures were above 
market expectations and the 
shares rose l J /s to 23Vip. 

in the rest of the sector. 
J Sainsbury advanced 10 to 
490p. while T&S Stores 
firmed 4>/j to 201 %p. How- 
ever. Tesco followed the 
market and fell 4'/< to 494'.'*p 
while two-way business in 
Safeway brought turnover of 
7.1m with the shares easing 
to 312p. 

Fashion retailer Next 
regained some of the ground 
lost earlier, boosted by an 
upbeat trading statement. 

Next said retail sales for 


the 23 weeks to January 10 
were up 23 per cent on last 
year while Next Directory 
sales were up 35 per cent. 
The figures were a relief to a 
sector that has been bracing 
itself for poor results follow- 
ing fears of a poor Christmas 
trading season. The shares 
closed down 7% at 727p. 

Electrical goods retailer 
Dixons, which reports 
interim figures tomorrow, 
brushed aside fears that the 
company is to report poor 
Christmas sale*. The shares 
rose 6 to 566p. 

Two groups which publish 
trading statements today 
moved lower. Boots gave up 
5 to 905p while Kingfisher 
fell 10 to 885p. It was also a 
poor day for Mulberry, 
which published interim fig- 
ures that revealed increased 
losses. The shares eased SV 2 
to 64ftp. 

BP shrugged off further 
weakness in the oil price 


FT 30 INDEX 


Asda holds up 

Asda was the only Footsie 
stock to show a gain 
throughout the entire ses- 
sion and helped make the 
retail sector one of only 
three to record an advance 
on the day. 

Recent presentations to a 
series of City institutions 
have helped the stock move 
ahead in recent sessions and 
yesterday a strong trading 
statement from WM Morri- 
son Supermarkets also 
helped sentiment and 
demand for Asda, and the 
shares closed Hi ahead at 


Jan 12 Jan 9 Jan 8 Jan7 Jen 6 Yr BffJ •High tow 

FT 30 3283.9 3321.6 33752 33599 339 T .2 2761.0 343 03 2668.6 

Old. dtv. yWd 3.42 3.38 3-3Z 3.34 3.31 4.16 4JZ2 3.29 

P/E redo net 21.20 21.44 21.83 21.71 21.93 17.13 2233 158 

P/E ratio nfi 20 91 21.15 2183 21.42 21.63 16.97 2282 15.71 
FT 30 ora ujhiMim Wgh 3*303 16/10*7: to- 49« 26*6/40. Son OB* 1/705 

FT 30 Hourly c hw ig w 

Open 8 10 11 12 13 14 IS 18 Mgh Low 

33208 3259.1 3255.6 32468 32434 32524 3245.7 32724 32678 33208 3239.1 


Jan 6 Yr ago 


SEAQ bargains 69,385 64.157 64.719 81,134 

Equity Turnover (Em)t - NA 2090-5 NA 

Equity bargamsT - NA 46582 NA 

Share traded CmlJT - NA 841.8 NA 

tExdudng iron -market and o wraens turnover but inducting Creel tunover. 
O FTSE Lrtomatkwn United 1996. Ml rights reserved. ‘For 1997/98 


62807 49.059 
17128 1281.4 


49.764 27.012 
523.7 524.9 


■ London market data 


ntiis and taB»‘ 52 Week highs aid lows UFFE Equity options 

Total Rises 314 Total Highs 132 Total contracts 27,395 

Total Fans 1.522 Total Lows 184 CaOs 11,102 

Same 1.196 Puts 16393 

Jan 12 ‘Data based on Equity shares listed on the London Share Service. 
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Tropical hardwood trees arc more 
valuable to loggers than other trees in the 
rainforest. 

High prices for hardwoods ensure that 
loggers have no qualms about destroying 
ocher trees that Kind in their way. 

So a WWF project in Costa Rica is 


researching ways at' Iciling a tree without 
bringing down several others aruund il 
A nd how id remove ir without bulldozing 
a path through the surrounding trees. 

If the run forests are used wisely, they 
can he used forever. Help WWF prove 
this in rainforest, aruund the world, by 


writing to the Membership Officer ar the 
address befow. .# ti 




WWF 

World Wide Fund For Nature 

Huiiikilrlnld Witdblr Fundi 
Irttcnwwiut Scocorut. I lift Gknd. Switzerland. 


after support from Lehman 
Brothers and Goldman 
Sachs. The shares shed 5% to 
772' lip. 

Lehman Brothers pub- 
lished an "overweight" 
recommendation on the UK 
majors and added BP to its 
list of recommended Euro- 
pean stocks. The investment 
bank said recent falls in the 
oil sector had made the 
shares more attractive. 

Also. BP features as one of 
nine UK stocks included in 
Goldman Sachs’ list of 32 
European shares it favours 
for 1998. It expects the stocks 
selected to show an average 
price rise of 18 per cent 

The other UK choices were 
Bass, Diageo, Glaxo Well- 
come, National Westminster, 
Royal & Sun Alliance, Serna, 
the software group. Tesco 
and Unilever. 

Among food producers, 
Tate & Lyle was the best 
performer in the FTSE 250 
with ABN Amro Hoare 
Govett reported to have 
upgraded profit forecasts. 

BSkyB dipped 12V. to 43% 
after "sell" notes from. BZW 
and Credit Lyonnais i .aing 
Also, one of BSkyB ’s set-top 
box producers, Pace Micro, 
said it would not be able to 
start producing decoders for 
tbe broadcaster's UK digital 
satellite launch before tbe 
end of May. 

Pace Micro suffered one of 
tbe worst performances out- 
side the FTSE 350 as it sur- 
rendered 8 to 37Vip following 
its profits warning. It also 
announced it had fallen into 
loss in the first half, and 
talked of declining margins 
and a further loss in the sec- 
ond half. 

One of the busiest stocks 
in the market was GEC 
which gained 4V4 to 399p in 
17m traded. The company 
yesterday bought back 6-5m 
shares at 390p each. 

Disappointment over share 
buy-back plans was said to 
be behind the Tomkins 
decline of 10 to 300p. The fall 
came despite an announce- 


ment of better-than-expected 
in ter im results which were 
said to have prompted 
upgrades for the full year 
from about £480m to £49Gm. 

A profits warning also saw 
Servisair, the cargo and 
ground handling group, 
decline 65 to 200p. 

Aim-traded jewellery 
group Theo Fennell lost 7 to 
25*/sp after a profits warning. 

B Elliott, the small engi- 
neering company, achieved 
one of the best performances 
in the market as the shares 
rose more than 27 per cent, 
or 20. to 93Vip after it said it 
was in takeover talks. 

Triad, the computer soft- 
ware and systems consul- 
tancy, gained 37 to 379V4p 
after strong results and a 
bullish trading statement. 
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You’ll see Rockwell’s 
advanced technology at 
work in our Collins liquid 
crystal displays for today’s 
commercial, business and 
military aircraft. 
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Selling fierce but more selective 


WORLD OVERVIEW 


Asia stfll going down the basin 


The fierce selling across 
Asian stock markets contin- 
ued yesterday but took on a 
more selective aspect, writes 
Jeffrey Brown. 

Hong Kong and Singapore 
continued to slide rapidly 
south with the latter extend- 
ing its losses to more than 30 
per cent in just six days' 
trading. But there were ral- 
lies in South Korea and 
Indonesia, while trading in 
Hang Kang shares in London 
managed to end with an 
overall gain. 

With Wall Street recover- 
ing fairly rapidly from its 
initial attack of nerves - the 
Dow fell 100 points in the 


FTVS&P Pacific Basin rexdutfing Japan) (n $ terms 

300 ~ — r 
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first eight minutes of trading 
- brokers were beginning to 
pinpoint signs of returning 
calm. 

It was a tough day for 
most markets though. The 
D-Mark, up against the dol- 


lar. was a disincentive in 
Europe and most bourses 
ended with declines of more 
than 2 per cent 
Volumes were mostly thin 
as investors continued to 
hang fire. One result of this 


was that some portfolio cash 
balances were said to be 
looking embanrasingly high, 
given the continuing stream 
of optimism about European 
equities one year henca. 

Gains this year of 16 per 
cent for French and Italian 
equities are widely predicted 
by London-based brokers. 

The contrast with Asia 
could not be more marked. 
In Hong Kong, the crisis at 
securities group Peregrine 
may be hogging the head- 
lines. but the real worries 
centre on the currency and 
eaming c. 

A near 50 per cent increase 
for inter-bank rates to 18 per 
cent over the past week indi- 
cates all too graphically the 


severity of the selling pres- 
sure on the Hong Kong dol- 
lar. 

The feeling among brokers 
is that the authorities are 
hanging on In the hope that 
the Asian crisis can be fairly 
quickly defused. But it may 
be a near run thing 

As for earnings, down- 
grades are appearing - thick 
and fast. Hong Kong profits 
rose 15 per cent in 1997. This 
year the consensus suggests 
a 10 per cent fall while many 
analysts are said to be pri- 
vately nursing estimates of 
declines closer to 20 per. 
cent 


HK falls 
8.7% on 



EMERGING MARKET FOCUS 


Indonesia 


'A'O* 


Peregrine hurts Singapore 


crisis 


Currencies, Page 27 
London market, Page 34 


Dow rallies 
strongly after 
early plunge 


Resilient Wall St helps 
Frankfurt pare losses 


Rising local interest' rates 
and the crisis facing Pere- 
grine Investments sent 
Hong Kong Into a tafispin 
and the Hang Seng index 
crashed 8.7 per cent. 

The index plunged 773.58 
to 8.121.06 after hitting a 
low of 7,909.13, the lowest 
level since March 1995. The . 
Hang Seng has lost more 
than half its value since it 
reached its all-time high of 
16,820^1 on August 7 1997. 

In subsequent London 
trading, an indicative index 


Investors abandoned mmgggl^^- 
Singapore ‘s stock market 


smgapore s stock jhutkci 
yet again yesterday as its 


status as a south-east Asian 
safe haven was questioned, 
because of its business ties 
to neighbouring Indonesia. 

The Straits Times Indus- 
trials index plunged 8.8 per 
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cent. or. 102.88 to end .at _ 

1.073.47. It has dropped 


Hong Kong 


Hang Sang index 
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AMERICAS 


US equities shrugged off a 
weak opening to send the 
main indices slightly higher 
by midday, writes John 
Labate in New York. 

In the first minutes of 
trading the Dow Jones 
Industrial Average plunged 
more than 120 points before 
investors stepped in with 
buy orders. But by early 
afternoon the Dow was in 
rebound mode, up 16.69 at 
7,597.11. 

The broader Standard & 
Poor’s 500 index was also on 
the meDd. rising 4.32 at 
932.01. while the technology- 
weighted Nasdaq composite 
index made gradual progress 
with a rise of 1.37 at 1.504.59. 

Analysts were divided on 
how to read the market's 
midday recovery. “US and 
world markets are waking 
up to the fact that we can’t 
quantify what's going on in 
Asia yet,” said Michael Metz, 
chief investment strategist 
at Oppenheimer. 

"The market breadth is 
almost 2 to 1 on the down- 
side." added Mr Metz, who 
sees the morning turn- 
around' as a temporary 
respite from the "buy on 
dips" mentality. 

But Hugh Johnson, chief 
investment officer at First 
Albany, found some room 
for cautious optimism in the 
market's recovery. 

"From time to time in the 
last few weeks it seemed 
that the market is prepared 


to put Asia behind them, 
and this may be one of those 
times. The real test is still 
ahead of us when we see the 
actual impact on sales and 
earnings," he added. 

In the banking sector 
NationsBank reported earn- 
ings in line with expecta- 
tions but its stock fell 3.5 per 
cent to $S6g when it said 
they expected the cost 
savings from its acquisition 
of Barnett Bank to be 
delayed. 

Most banks edged lower, 
as the banking index of the 
Philadelphia Stock Exchange 
lost 7.62 or 1.1 per cent at 
687.01. Federal Mogul’s 
shares surged $1H or 4.55 per 
cent at $41% after announc- 
ing a $72Qm acquisition. 

TORONTO tracked Wall 
Street, sliding steeply at the 
outset only to rally steadily 
as the morning progressed. 
At noon the 300 composite 
index was 96.53 or L5 per 
cent lower at 6,17590 having 
been off 3 per cent soon after 
the opening bell. 

Ranks had a rough ride. 
Bank of Nova Scotia fell 
C$195 to C$63.40 and Cana- 
dian Imperial Bank of Com- 
merce C$1.85 to C$39.55. 
Toronto- Dominion Bank fell 
C$190 to C$51.10 and Royal 
Bank of Canada 85 cents to 
C$74.15. 

Elsewhere, BCE shed 55 
cents to C$45.95 and Alcan 
Aluminium 40 cents to 
C$35.90. Golds were steady 
with Barrick hardening 15 
cents to C$22.70. 


Caracas plummets 10% 


CARACAS fell more than 10 
per cent as worries about ofl 
prices cut a deep swathe 
through investor sentiment 
Venezuela's oil export 
price dropped to $13 a barrel 
in early trading. This Is $290 
below the reference level 
used in the 1998 budget and 
it sparked a wave of heavily 
selling on the bourse. At 
midsession, the IBC index 
was Off 784.47 at 7.070.10. 


SAO PAULO fell heavily at 
the opening bell, but by mid- 
session had pared its losses. 
The Bovespa index was 261 
or 3 per cent lower at 866.52 
at the end of the morning 
session. Telecommunications 
group Telebrds was off 19 
per cent at RS111.01. 

MEXICO CITY was little 
changed at midsession. The 
EPC index was down 2291 at 
4,569.95. 


A more resilient early 
performance than many 
investors had expected from 
Wall Street enabled FRANK- 
FURT to pare its losses but 
the market still closed 2.4 
per cent down. 

The Xetra Dax index 
picked up from a low of 
4.053.89 to close 103.11 lower 
at 4.134.64. Construction, 
banking and the large 
exporters were the hardest 
hit sectors. 

Hochtief fell DM8.50 to 
DM6590, BMW lost DM62 to 
DM1,254 and Siemens was 
DM4.70 lower at DM545. 

Preussag held its loss to 
DM4 at DM545, still benefit- 
ing from the news that the 
state of Lower Saxony and 
the Norddeutsche Landes- 
b ank planned to buy the 
majority in the steel unit 
Preussag Stahl. 

PARIS came close to 
breaking down through 2900 
on the CAC 40 index as 
Asian worries bit deep into 
investor sentiment, but 
there was a clear rally early 
in the afternoon which the 
weak opening on Wall Street 
failed to dent. 

Banks stayed firmly in the 
grip of scare stories about 
Asian lending. BNP slid 
FFrll to FFr279 and Socfete 
GOnerale fell FFr24 to 
FFr700, but volumes were 
solid and brokers reported 
patches of fairly active 
two-way business. A softer 
day for the dollar plus scare 
stories about Hong Kong 
retail trade hit LVMH which 
came off FFr36.00 at FFr910. 

Takeover talk continued to 
bubble up around Canal 
Plus, lifting the shares FFr10 
to FFr1,174. But the best per- 
foramnee of the day came 
from chipmaker SGS-Thomp- 
son which rallied strongly, 
adding FFr12.10 at FFr333.2. 
The CAC 40 ended 57.27 
lower at 2,86294. 

AMSTERDAM narrowed 
its losses late in a session 


interrupted for several hours 
by a technical fault, but the 
AEX Index still closed down 
21.85 at 89195. 

Hagemeyer finis hed down 
FI 2 at FI 79, under pressure 
from news that First Pacific 
of Hong Kong planned to sell 
its 40 per cent stake. 

Among internationals. 
Philips was down FI 8 at 
FI 114 in spite of a buy 
recommendation with a 
FI 190 target price from ABN 
A mro Hoare Govett 

ZURICH went in the same 
direction as its neighbours 
and the SMI index closed 
189.7 lower at 6.062.1. 

Novartis tumbled SFr93 to 
SFr2,320 after its chief finan- 
cial officer Raymund Bren 
denied persistent market 
speculation that the com- 
pany was planning a share 
repurchase programme. 

MILAN regained most of 
the ground lost daring a 
morning session character- 
ised by profit-taking. The 
Mlbtel index ended just 47 
lower at 17,633. 

Industrial holding com- 
pany HDP was in favour, 
gaining Lll to LI 904 after 
confirming it is buying the 
Valentino fashion house for 
$300m. Dealers said the price 
was attractive. 

Olivetti rose L16 to Ll.300 
on news it was close to 
merging its computer 
systems unit with Wang of 
the US. Banca di Roma 
gained L63 to LI. 9 90 after 
Goldman Sachs tipped the 
stock. 

MADRID proved resilient, 
trimming early losses to 
close just 0.9 per cent lower. 
The general index was down 
5.69 at 645.14. 

BBV lost Pta40 to Pta5,060 
after it emerged as a likely 
suitor for Banco Popular, 
widely seen as a takeover 
target. Chairman Emilio 
Ybarra said at the weekend 
a bid for Popular “could be 
interesting”. Part of the fall 
was also attributed to the 
shares going ex-dividend on 


S Africa hits 27 -month low 


Johannesburg tumbled to a 
27-month low, hit by the 
Asian economic crisis and 
an ailing bullion price. The 
overall index tumbled 394.0 
or 6.6 per cent to 5,596.6. 
Industrials lost 6.5 per cent. 


down 468.7 at 6.715.1. and 
golds were 28.9 or 4 per cent 
lower at 697.4. Anglo-Ameri- 
can tumbled R18 or 10.2 per 
cent to R159 while its sister 
company, De Beers, was 
R5.70 lower at R9190. 
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Tokyo sinks to 30-month low 


ASIA PACIFIC 


Shares in TOKYO fell to 
their lowest level in 30 
months, hit by Friday’s 
shakeout in New York and 
disappointment at the fail- 
ure of Japan's prime minis- 
ter to indicate further stimu- 
lus measures in a speech to 
parliament, writes Michiyo 
Nakamoto in Tokyo. 

The Nikkei 225 average fell 


Y1.430 and Fujitsu Y50 to 
Y1.380. Aiwa lost Y360 to 
Y3950. 

Steelmakers continued to 
lose ground as their pros- 
pects were seen to be gloomy 
against a background of fall- 
ing domestic demand and 
the improving cost competi- 


CHANGES ON THE DAY 


330.66 or 2.2 per cent to 
14,664.44 after trading 

Singapore 
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The broad-based Topix index 
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slipped 28.58 or 2.5 per cent 


+1.0 

to 1.120.61. Declining issues 

Jakarta . 

+2.1 

led advancers 884 to 208. 


+3.5 

Investors were discour- 




aged by Ryu taro Hashi- 
moto's speech in which he 
failed to outline any specific 
additional measures to sup- 
port economic recovery. 

The sharp fall in New 
York on Friday, coupled 
with the continued steep 
decline for stock markets 
across Asia, also depressed 
investor sentiment. 

High-tech stock were sold 
in the wake of jittery moves 
in New York. Sony lost Y4Q0 
to Y11.700. NEC Y30 to 


tiveness of their rivals in 
Korea as a result of the 
sharp decline In the Korean 
currency. 

SYDNEY fell 29 per cent 
in moderate turnover with 
the All Ordinaries index 
Closing off 60.7 at 2,542.4. 
Shares with above average 
Asian exposure were heavily 
sold. QBE Insurance fell 41 
cents to A$6.70 and Coca- 
Cola Amatil 50 cents to 
AS 10.00. Among golds. Nor- 


many Mining gave up 12 
cents or 8.2 per cent at 
AS194. 

SHANGHAI fell to a 
record low for hard currency 
B shares. There was said to 
be heavy selling by Hong 
Kong funds and the B shares 
index fell 4.08 or 9 per cent 
to 40.90. 

SEOUL bucked the 
regional trend, gaining 3.5 
per cent on heavy buying 
fuelled by hopes that South 
Korea’s financial crisis is 
beginning to ease. Total vol- 
ume on the Seoul exchange 
was 113.06m shares, beating 
the previous record of 
111.95m set on December 6. 

The composite Index rose 
15.42 to 456.20 as brokers* 
comments that foreign insti- 
tutions would roll over 
South Korean debt and a 
more stable won boosted 
sentiment. 

Banks performed strongly 
on hopes of stakebuilding by 
foreign institutions. Seoul 
Bank gained Won80 to 
Wonl.180 and Korea First 
Bank Won90 at Wonl.270. 

TAIPEI fell steeply with 
the weighted index closing 
362.06 or 4.7 per cent lower 
at 7,375.14. The heavyweight 
electronics sector shed 5.9 
per cent as Asian growth 


worries and the shakeout for 
tech shares on Wall Street 
sent investors scurrying for 
cover. 

■ Taiwan Semiconductor 
and United Microchip both 
ended limit down with 
declines of 7 per cent to 
T$101.00 and T$56.00. 

JAKARTA also gained 
ground, with state-controlled 
companies rallying on hopes 
of government support. Sen- 
timent was also helped as 
President Suharto pledged 
his commitment to economic 
reform in telephone conver- 
sations with world leaders. 
The composite index gained 
7.27 or 2.1 per cent to 35094. 

Among state-controlled 
companies, Telkom gained 

Rp275 to RpS.775 while Bank 
Negara rose Rp50 to Rp500. 
Dealers said there were 
signs that the government 
was intervening to support 
the market State-controlled 
brokerage Bahana Securities 
was actively buying selected 
stocks, they said. 

KARACHI lost almost 49 
per cent as analysts warned 
that foreign fund managers 
were likely to allocate far . 
less money to the market in 
1998 as a result of the Asian 1 
crisis. The Karachi 100 index I 
fell 70.58 to L5Q2-20. 


a Ptal9 payment. Popular 
was Ptai20 lower at 
Ptal 1.580. Sentiment was 
also hit by Salomon Smith 
Baraev’s decision to down- 
grade insurer Mapfre, down 
Pta30 at Pta3.960, on earn- 
ings worries. 

HELSINKI was nervous 
ahead of fourth-quarter 
results from US mobile 
phone giant Motorola. Rival 
Nokia, which accounts for a 
third of the F innish mar ket, 
was FM30.50 lower at FM365 
on fears the results would be 
bearish for the sector, driv- 
ing the general index 127.79 

lower at 3920.43. 

In STOCKHOLM, Ericsson 
was SKrll4 lower at SKr276, 
pushing the general index 
119.41 lower at 2,791.77. 

ISTANBUL tumbled 10.8 
per cent and analysts noted 
that an expected new year 
buying spree by foreign 
investors had failed to mate- 
rialised. ATHENS was 
marked 5.1 per cent lower. 

Eastern European markets 
were caught up in the gen- 
eral negative sentiment. 
MOSCOW lost 149 per cent 
although trading was mini- 
mal. BUDAPEST slipped 9 
per cent and BUCHAREST 
closed 5 per cent lower. 
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rose 2.1 per cent to 8,294.36. 

China-linked stocks, 
regarded as having close 
ties with Peregrine, suffered 
the heaviest blows. 

The China-Affiliated Cor- 
poration index dived 21.9 
per cent and H-shares ended 
off 16.2 par cent. 

Analysts noted that surg- 
ing local interbank rates 
cast a bearish shadow over 
the market. Additionally, 
leading Hong Kong banks 
raised their prime lending 
rates by 75 basis points to 
1095 per cent on Friday in 
response to the higher inter- 
bank rates. Brokers said 
there was speculation 
another rise is likely. 

HSBC Holdings was 
among the biggest losers, 
diving HKS9.50 to 
HKS158.50. Sun Hung Kai 
Properties ended down 
HKS6.40 at HKS33.10 while 
Cheung Kong lost HKS490 
to HK$33.60. Red-chip China 
Resources sank HKS2.35 to 
HKS9.40. 


more, than 30 per cent since 
tiie start of the year. 

Investors in the city state 
have spent the past six 
months watching share 
prices fell in neighbouring 
countries as economic frail- 
ties came into focus. They 
felt secure until fears 
mounted in recent days 
that tiie economic troubles 
in Indonesia could lead to 
social and political chaos. 

“The Indonesian crisis 
hits a little bit closer to 
home than the problems in 
Korea or even Thailand." 
says David Cohen, senior 
economist at Standard & 
Poor’s/MMS International 
in Singapore. 

The importance of Indo- 
nesian stability to Singa- 
pore was illustrated last 
year, when Singapore 
offered Jakarta $5bn in bal- 
ance of payments support, 
and a possible further $5bn 
to support the rupiah. 

"Nobody wants to see 
social and political unrest 
in one of the world's most 
populated countries," said 
Daragh Maher, economist 
at ING Baring Securities 
(Singapore). Singapore is 
not only worried about the 
spillover of any rioting in 
Indonesia, but also fears 
the direct impact of any 
breakdown of Indonesia’s 
economic system. 

Singapore has ventured 
into Indonesia as part of its 
expansion in the region in 
search of a larger market 
than its 3m people can pro- 
vide. With a population of 
□early 200m. Indonesia Is 
south-east Asia’s biggest 
market. 

Economists say it is 
unclear exactly how much 
money Singapore’s banks 
have extended to Indone- 
sian companies, but believe 
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there are enough US dollar 
loans to worry tiiat the con- 
tinued depreciation in the 
rupiah could make it dlffir 
cult to recoup those feeds. ! 

At the. same time, many i 
of the minority ethnic' Chi- 
nese who control Indones- 
ia’s biggest companies have 
long seen Singapore - the 
only south-east Asian coun- 
try with an ethnic Chinese 
majority - as a place to 
protect their, money from 
any racial backlash at 
home. They have poured 
savings into Singapore's 
banks, property, and com- 
panies. 

Economists fear these 
Indonesians might cease 
making mortgage payments 
and stop contributing to 
Singapore's retail, tourism 
and trade sectors. 

Economists also believe 
Singapore may fece gmihr 
difficulties with those from 
other regional countries 
affected by the downturn. 
Hie Singaporean economy 
grew at 7.6 per cent in 1997. 
But the government said it 
will have to revise its 1998 
growth projection of 
between 5 and 7 per cent as 
the Asian crisis reduces 
regional trade, business far 
Singaporean banks and 
cuts into tourism. . 

ING’s Maher, however, 
believes the fears that have 
overtaken investors are 
overstated. “The easiest 
thing to do is to believe the 
worst.” he notes. 


Sheila McNulty 
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— worldwide are being 
by a regional financial crisis 
f influence their strategies 
for years. Stefan Wagstyi reports 

shockwaves 



still spreading 


If the business world needed 
a reminder that globalisation 
.bringsOjrlsks as well as 
reward&.zt has come in the 
_ shape of the economic crisis 
in .east -Asia. The region 
which has acted as an 
engine of global growth for 
decades has slowed sud- 
dehly. shaking almost every- 
body on board. 

ABB, the Swiss-Swedish 
engineering group, Oracle. 

- the US software group, and 
Toyota- Motor, -the Japanese 
carmaker, wore among the 
first multinational, compa- 
nies to -indicate their earn- 
ings, would bo hit. 

The impact in the crisis-hit 
countries is far more serious, 
especially in: South Korea, 
where Hanbo Steel, with 
. debts of SSbn. heads the list 
of companies which have 
gone bankrupt The Korean 
government is negotiating 
with governments arid banks 
in industrialised countries 
over - restructuring Its 
finances. 

How deep die crisis will go 
and how long it will last 
depends principally on how 
quickly the governments 
and the people of; the region . 
succeed in rebuilding confi- 
dence in their economies. 

Percy Baraevik. the ABB 
chairman, said in a recent 
speech that the east Asian 
downturn would- be shal- 
lower and shorter than 
Mexico’s, which lasted two 
years. But Osamu Suzuki, 
president of Suzuki Motor, 
the Japanese- - carmaker, 
says: "The situation is bad. 

It will take five years before 
Asia recovers.” - 

The International Mone- 
tary Eund warns that finan- 
cial turtnoii in ~ Asia could 
knock nearly l.per cent off 
potential output in the devel- 
oped world in. 1998.^ it has 
reduced its growth, forecast 
to 3.5 per cent, compared 
with 4.1 per cent in 1997. The 
biggest .impact in the devel- 
oped world will be in Japan, 
where the IMF expects the 


economy to grow just 1.1 per 
cent in 1998, compared with 
ah earlier forecast of 2.1 per 
cent. The US and the BU are 
forecast to weather the 
storm much better. 

However, same economists 
say the IMF is being unduly 
optimistic. They point to the 
postponement of the £lbn 
microchip plant being built 
in Scotland by Hyundai, the 
Korean conglomerate, as an 
example of the far-reaching 
and unpredictable impact of 
the Asian turmoil. They also 
argue that the true extent of 
east Asia’s financial crisis is 
still unclear - even in Japan, 
where the problems date 
back to the 1960s. 

Neil Saker, regional econo- 
mist at SocGen-Crosby. a 
stockbroker specialising in 
east Asia, said in an end-of- 
year report that the region 
was in a downward spiral 
which could wreak "pro- 
found economic damage". 

The effects are being felt 
outside the financial arena, 
particularly in price-sensi- 
tive commodity markets 
with short-term supply con- 
tracts. North American and 
European steelmakers say 
south-east Asia, for so long a 
net importer of steel to feed 
its construction schemes, is 
cutting orders. For the 
moment, the effects are 
being offset by continuing 
strong demand from China. 

But steelmakers, like com- 
panies in many other sec- 
tors, are wondering bow 
long China can protect itself 
from the ehflt winds blowing 
through the rest of the 
region. 

The sharp devaluation of 
the Korean won aod other 
currencies will reduce east 
Asia’s capacity to import but 
greatly enhance its export 
competitiveness, to the 
potential anguish of manu- 
facturers in Japan. North 
America and Europe. 

Big multinationals such as 
Matsushita Electric Indus- 
trial, the Japanese consumer 


electronics group, Philips, of 
the Netherlands, and Sea- 
gate. the American maker of 
computer parts, which have 
south-east Asian production 
bases will be able to protect 
themselves by increasing 
regional output. But smaller, 
more domestically -oriented 
manufacturers, seem likely 
to suffer from increased 
competition. As Francis Mer, 
chairman of Usinor Sacilor, 
the French steelmaker, says: 
"The impact on trade could 
be very serious, especially if 
China followed other coun- 
tries in devaluing.” 

The satisfactory resolution 
of the Mexican economic cri- 
sis of the early 1990s shows 
the current economic tur- 
moil need not end in disas- 
ter. On the other hand, the 
long period of stagflation 
which followed the Latin 
American debt crisis of the 
1980s demonstrates that not 
every attempt at concerted 
international action has a 
bappy ending. 

Meanwhile, as companies 
struggle with the swings of 
the macroeconomic cycle, 
long-term secular trends will 
continue to shape and 
change markets. The most 
significant are: 

• International trade and 
investment. Despite the east 
Asian turmoil, cross-border 
trade and investment are 
expected to continue grow- 
ing rapidly as companies 
seek both customers and 
supply sources in developing 
countries. Even if trade 
growth falls short of the 
Organisation for Economic 
Co-operation and Develop- 
ment’s forecast of 8.2 per 
cent, it seems likely to grow 
fester than economic output, 
with emerging regions such 
as Latin America making an 
increased contribution. 

Even smaller companies 
which were once content to 
plough their own domestic 
furrows are starting to think 
globally, notably North 
American groups which 
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could previously afford to 
limit themselves to the vast 
US home market. For exam- 
ple. United Dominion Indus- 
tries. a diversified engineer- 
ing group with a turnover of 
about $2bn. last year posted 
its first senior executive 
overseas - to the UK - to 
oversee corporate expansion. 
Bill Holland, chairman, says; 
"We Americans are well 
known for being obsessed 
with our home market How- 
ever. there are now lots of 
companies like us which are 
not world scale but getting 
there.” 

• Liberalisation. The US 
Congress’s rejection of Presi- 
dent Bill Clinton's request 
for fast-track negotiating 
powers on trade agreements 
indicates some caution about 
further trade liberalisation, 
which might become more 


serious if east Asian coun- 
tries boost exports to lift 
themselves out of the cur- 
rent crisis. However, the 
World Trade Organisation’s 
agreement on the liberalisa- 
tion of financial services 
indicates that the winds in 
favour of more International 
deregulation re main strong. 
Domestic deregulation - 
such as in the US and EU 
energy markets - is also 
creating big new commercial 
opportunities. 

• Technology. Since the 


1970s. the capacity of a 
microchip has doubled every 
18 months and shows every 
sign of continuing to do so. 
notably with the spread of 
system-on-a-ebip devices 
combining a microprocessor 
and a memory on the same 
silicon wafer. The technolog- 
ical advance is generating 
quantum leaps in communi- 
cations. the effects of which 
are are well summarised in a 
recent book by Frances Cair- 
cross called The Death of 
Distance in which she argues 


that faster communications 
will do everything from 
tying different corners of the 
world closer together to fos- 
tering world peace. 

Companies are processing 
information faster both 
inside their own organisa- 
tions and with suppliers and 
customers and other outsid- 
ers. They are becoming bet- 
ter able to develop products 
Taster and introduce them 
more quickly in different 
regions. Those that take 
advantage of this potential 
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emerge as winners: the rest 
become also-rans. For e xam - 
pie. in motors. Honda 
Motor’s ability to design its 
Odyssey spurt utility car in 
less than two years and 
launch it in the US and 
Europe as well as in Japan 
turned a useful money-spin- 
ner into a world-beater. Next 
year is bound to sec s imila r 
successes. 

• Outsourcing. With the 

help of IT. companies are 
restructuring their organisa- 
tions. dissecting even their 
core activities, to split the 
functions they do best them- 
selves from those they do 
not. Especially in IT-related 
fields, consultants are being 
brought in to handle not just 
day-to-day data processing 
but to take over key func- 
tions such as the computer- 
ised management of client 
accounts. British Steel has 
recently signed such a 
far-reaching outsourcing 
deal with Cap Gemini, the 
French -owned consultancy. 
Keith Burgess, global man- 
aging partner for outsourc- 
ing business at Andersen 
Consulting, the management 
consultant, says: "The corpo- 
rate world is chan g in g ” 

• Branding. The speed of 
communications is increas- 
ing the value of the global 
brand. Coca-Cola, Nike, and 
Sony are better known in 
much of the developing 
world than the names of any 
statesman. Branding gives a 

Continued on Page 2 


BANKING •- by George Graham 


Survival of the biggest 


A wave of M&A 
has reshaped the 
industry, but 
stuck largely to- . 
national deals 

How big isTiig? Bankers are 
finding that the bar has 
risen several notches alter a 
' wave of mergers and 
acquisitioxis that ' has 
completely reshaped the face 
of. the. international financial 
industry. • 

Across a range of financial 
actors, hankers have signed 
up - to the dogma that the 
table is being cleared for a 
handful of giants, with room 
still fdr niche players hut 
. little,, /space for the 
nriddle^azed. V 

In the US, ' Hugh McCall, 

; chairman of NationsBank, 
declared.- that h anking had 
entered a fodfr-year endgame 
after he', -bought Barnett 
Banksr<rf Korida, for $15bn. 

His words /gained strength 
when-' / .' First 1 . Union, 
NationsBank’s North 
Carolina- neighbour, 
announced : a- JlBbn bid for . 
Constates. , -V.; . . 

= .In .-i-i.C Europe, __ . the 
long-expected- shake-up- of 
Belgium's banking sector 
came wberrHSTG launched ah 
agreed offer- for Banque 
Bruxelles -Lambert, while . 
Germany . made . a: start at 
restructuring: -with • the 
merger - of- '-Bayerische 
Vereinsbank andBayerische 
Hypohank:; - ^ v. \ . 

Switzerland's ^ finan cial 
sector: sa^CredSt^Snias^s 
Trjakeiw Wmferthnr. - 
QBhmire_groiqi cai^ed by . 
■the merger : of Swiss’ Bank . 
Cmporatibn and Union -Bank . . 
.Qf Switayjahii ' r Yy'- . 

In ; Asia^xoo^jlidation of a: 


Europe and the US. credit 
quality may be about 
to re-emerge as a concern, 
and could even increase 
the 7 pressure for 
consolidation. 

The Swiss b anking merger 
had dramatic consequences 
for the global private 
banking sector, creating a 
new giant managing $5B0bn 
of private client assets, as 
well as for institutional fund 
management - another 
sector where the pace of 
consolidation has been' 
quickening with deals such 
as Merrill Lynch’s takeover 
of the UK's Mercury Asset 
Management. 

Bat the most dramatic 
changes . came in the 
investment banking arena, 

-Leading banks re- 


investment banking, too. 
you will see a handful of 
global firms which have the 
cost base but also have the 
revenue base to support this 
vision.” 

Some banks have already 
readied the conclusion that 
they cannot realistically 
hope to be part of that select 
group, and have scaled back 
their investment banking 
ambitions accordingly. In 
the UK. both Barclays and 
National Westminster have 
sold most of their equity 
operations and now 
concentrate solely on debt - 
more closely linked to their 
traditional banking 
businesses. 

Spiralling pay packets for 
traders and investment 


^GburtiyV 
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where Morgan Stanley 
merged with Dean Witter 
Discover, Salomon Brothers 
was taken over by. Travelers 
and merged with Its Smith 
Barney affiliate, and a range 
of specialised or - regional 
investment hanks' - £rom - 
Alex Brown to Quick- & 
Reilly 'found new 
commercial banking parents, 

\ Many investment bankers 
now believe the battle for 
membership of a “global 
bulge bracket” of; dominant ; 
firms . is now' Teaching ite 
closing stages. ’ 

“In a lot of industries - ’ 
telecoms, . pharmaceuticals, - 
■for example it ,is not 
unusual to see .five global' 
giahts survive. Fiyeseemfrto 
be the magic number," says 
Hans de Gier, head of tbe 
new - Warburg Dillon Read 
investment bank which will 
emerge from the absorption 
of TJBS's investment banking 
operations: by SBC. “In 


bankers have made it 
difficult for tiie mid-sized 
contenders to stay in the 
race. They have to pay 
people just as much or more. 
- but don't get as much 
revenue out of them as a 
global firm. 

..: - "To take someone out of a 
bulge bracket firm and put 
them in a second tier 
business is hugely 
' value-destroying,” says 
Martin Taylor, chief 
executive of Barclays. 

In the retail banking 
sector,, some of the talk 
sounds familiar. 

’ Edward -Crutchfield, 
chairman -of First Union, 
recently warned smaller 
traditional banks that they 
were, “a declining, dying, 
going-away business. Merger 
mania wffl last until there 
are 18 or 12 or maybe 15 
dominant financial 
services. - 

Bat, with very few 


exceptions, consolidation in 
the retail banking sector 
remains obstinately national 
in character. ING's takeover 
of BBL represents one 
example of a cross-border 
deal, and borders are also 
eroding in Scandinavia. But 
most British banks have 
burnt their fingers badly 
both in continental Europe 
and the US, and some other 
efforts to cross national 
boundaries, such as Credit 
Lyonnais's 1980s spree, have 
also not worked. 

In the US, there remains 
plenty of room for the kind 
of consolidation Mr 
Crutchfield is talking about 
without stretching overseas. 
The number of commercial 
banks reporting to the 
Federal Deposit Insurance 
Corporation has shrunk 
from 11,462 in 1992 to 9.215 
this year, but that still 
leaves the US with far more 
financial institutions in 
proportion to its population, 
though fewer branches, than 
comparable countries. 

In countries such as the 
UK and France, there may 
still be room for some 
further consolidation, but 
banks in the Netherlands 
and Ireland already have to 
look abroad for a second 
home market 
One obstacle to further 
consolidation is that retail 
banking has proved 
stubbornly resistant to 
economies of scale. In 
specific activities, such as 
credit card processing or 
securities custody, unit costs 
fall rapidly with size, and 
some focused categories of 
bank show evidence of 
economies of scale. In 
banking more generally, 
however, complexity has in 
the past tended to offset 
any benefits accruing from 


That may be changing 
with the Increasing intensity 
of IT use in banking- The 
cost of software development 
Is proving to be one of 
biggest factors in sorting tbe 
sheep from the goats, with 
14 banks estimated to be 
spending more than $lbn a 
year on IT. 
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AIR TRAVEL • by Michael Skapinker 


All eyes on alliance verdict 


BA’s planned link 
with American is 
unlikely to be the 
industry’s final 
partnership 


Early this year, officials in 
Washington and Brussels 
will decide whether to allow 
British Airways and 
American Airlines to form 
an alliance. Their decision 
could determine the shape of 
the industry for decades to 
come. 

If the alliance, which was 
first announced in June 1996. 
goes ahead. BA and 
American will be one of the 
most powerful airline 
combinations the industry 
has seen. It will dominate 
flights between the UK and 
the US. the two busiest 
international aviation 
markets. 

It will also lead to the 
conclusion of an "open 
skies" agreement between 
the UK and the US - which 
Washington has made a 
precondition for its approval 
of the alliance. Thai would 
open London's Heathrow, 
the world's busiest 
international airport, to 
competition from all the 


large US carriers. Only two 
US airlines. American and 
United Airlines, are allowed 
to fly into the airport under 
the terms of the existing 
agreement between the two 
countries. 

If, on the other hand, the 
US department of 
transportation and the 
European Commission veto 
the planned alliance, the 
airline industry's scramble 
to find new partners will not 
diminish. Indeed, it is likely 
to intensify. 

Almost all airlines see it 
as important to have links 
with other carriers. 
Although airline profits are 
reasonably healthy at 
present, the industry has 
historically found it difficult 
to make money on a 
consistent basis. 

Although airline fares 
have been relatively liigh in 
recent months. their 
long-term trend is 
downward. Increased 
liberalisation. greater 
competition and the growth 
of low-fare airlines have 
made it more difficult for 
carriers to raise their fares. 

At the same time, running 
au airline remains 
expensive. Aircraft can cost 
hundreds of millions of 


Leading airlines 

Country 

ftesengere 
carried fm)' 

Defta A* Lines 

US 

97.281 

United AJrtnas 

US 

61.863 

American Afrllnes 

US 

79-324 

US Airways 

US 

56.640 

Northwest Airlines 

US 

52.682 

Afl Nippon Airways 

Japan 

391377 

Continental 

US 

35 743 

British Airways 

UK 

33.769 

Lufthansa 

Germany 

33.118 

Japan Airlines 

Japan 

29.979 

• tSBB mtermooxil and domnsacs sctecutect px-saryets 

Sours*- LATA 

dollars to buy and 

are forming 

its alliance. 


expensive to maintain. 
Airlines have responded by 
cutting costs, often by 
contracting out subsidiary 
activities such as in-flight 
catering. 

They are also attempting 
to increase passenger 
volumes and ensure 
maximum utilisation of their 
aircraft. This is why they are 
forming alliances. By 
teaming up with other 
airlines they can offer 
passengers journeys to 
destinations they do not 
serve themselves. 

Take, for example, an 
alliance between a European 
carrier and a US airline. The 
European carrier is likely to 
offer flights to several 
important US cities but not 
to the smaller centres. After 


however, it can sell its 
customers onward journeys 
to the smaller airports on its 
partner's flights. 

In many cases airlines 
even put their two-letter 
codes on their partners' 
flights as if they were 
operating the service 
themselves. This is known 
as “code-sharing”. 

The biggest airline 
grouping formed so far, the 
Star Alliance, has six 
members: United Airlines 
(US). Luft hans a (Germany >. 
Scandinavian Airlines 
System. Air Canada, Thai 
Airlines, and Varig (Brazil). 

In theory, the global 
nature of the alliance means 
that it should be able to offer 
flights to almost any airport 
in the world. Trawl agents 


report, however, that while 
the Lufthansa-United link is 
a powerful one. the Star 
Alliance as a whole has yet 
to show its power. 

BA and American say. 
however, that the, Star Alli- 
ance* is winning some corpo- 
rate customers away from 
them. They argue that it is 
unfair that Star Alliance has 
been allowed to start operat- 
ing while BA and American 
are stiff waiting for regula- 
tory approval. 

Karel Van Miert. the EU 
competition commissioner, 
says, however, that he can- 
not stop Lufthansa and 
United from operating as 
they have received anti-trust 
immunity from the US 
authorities, which allows 
them to co-ordinate flights 
and fares. He says that Brus- 
sels has yet to give its 
approval to Star Alliance, 
and he could still require the 
airlines to give up take-off 
and landing slots. 

While the airlines regard 
the alliances as important, 
there is some doubt over 
how durable they will prove 
to be. Virgin Atlantic, of the 
UK. and Delta Air Lines, of 
the US, announced the end 
of their alliance last year. 
Virgin has teamed up 


Jerry Greemcold^chairmon 
and chief executive of United 
Airlines 

The constant challenge for 
airlines is to keep a tight 
refco an oasts and combine 
this with a relentless focus 
on customer service. For 
those that are winning this 
battle, 19% promises to be 
a profitable year. Demand 
from passengers and cargo 
shippers is generally . 
strong; key markets 
continue to grow; capacity 
growth is modest; and fuel 
prices are steady. Weakness 
is Asia is a problem, bat - 
will be felt most in 
intra-Asian markets. 
GlobaHy, competitive 
airline alliance networks 
will increasingly deliver 
red benefits for travellers. 
However, the competition 
authorities will have a role 
to play in ensuring that aU 
alliances compete fairly, 
based on truly open 
markets and without 
excessive markets 
conce ntra tion. 



instead with Continental 
Airlines. 

Delta has an alliance with 
Swissair, Austrian Airlines 
and Sabena, of Belgium, but 
last year lost its Asian part- 
ner, Singapore Airlines. 
Singapore has concluded a 
partnership with Lufthansa 
instead, although the Asian 
carrier has not yet become a 


full member of the Star Alli- 
ance. 

Cheong Choong Kong, 
Singapore's chief executive, 
says the fink with Lufthansa 
was a long-term one. He 
said: “Don't make the mis- 
take Of thinking this is just 
another one of those alli- 
ances, Hus is special.” 

However, Robert Coggin, 


Delta’s executive vice-presi- 
dent, says: “As competitive 
and strategic needs change, 
it's natural that agreements 
among airline change as 
they pursue their separate 
Interests." 

ft is unlikely that 1998 will 
pass without a further 
reshuffling of airline part- 
nerships. 


AEROSPACE AND DEFENCE • by Alexander Nicoll 


ENERGY • by Robert Corzine 


Cuts provide 
opportunity 
for strength 



Prices, costs dominate 


Europe begins to 
realise that some 
American -style 
shake-outs are 
needed now 


Because the number of 
leading aircraft and weapons 
manufacturers in the world 
is steadily declining, it 
might be concluded that 
their prospects were bleak. 
But this is not so. 

The US industry has gone 
through an extraordinarily 
rapid shake-out which has 
seen some big names - most 
recently McDonnell Douglas 
and soon Northrop Grum- 
man - disappearing. Europe 
is beginning to realise that it 
must accelerate a rationalis- 
ation which has been hap- 
pening far too slowly. 

If big European mergers 
do occur, the prospects are 
that both the US and Europe 
will have created big players 
in both the aerospace and 
defence businesses which 
should see healthy business 
for some time to come. 

Although the general 
move is to bring together 
civil and military contrac- 
tors on the argument that 
this can bring synergies and 
savings, then? is. in fact, a 
big difference in the climates 
of the two sectors. 

Manufacture of passenger 
aircraft is booming as a 
result of strong growth in 
western and (until recently) 
Asian economies. Airlines 
have been doing well and 
putting in big orders. 

This means that Boeing 
and Airbus, which are by Tar 
the largest suppliers, are 
booming and have order 
books which, even if the 
Asian downturn brings some 
cancellations, will last them 
for years. 

For Boeing, the surfeit of 
orders proved loo much. 
Last year it stepped up pro- 
duction from IS aircraft per 
month to -10, and this put an 
intolerable burden on its 
own processes as well as 
those of its suppliers. In 
October, it had to stop mak- 
ing the 747 model while sup- 
plies caught up. 

Boeing believes that a 20- 
day stoppage was not a seri- 
ous setback given the scale 
of what it was attempting, 
which it describes as "the 


steepest production 
increases since the dawn of 
the jet age". Ron Woodard, 
head of its civil aircraft busi- 
ness. says the company 
came close to achieving its 
target of 43 aircraft a month 
without any problems. “We 
were very close to being able 
to muscle our way through 
it," he says. 

However, the production 
bottlenecks were expensive. 
Boeing also temporarily 
stopped making its new TOO 
version of the smaller 737 jet 
partly because of technical 
problems. The combined 
effect was a Sl.Sbu charge 
against profits, pushing it 
into a net loss for the third 
quarter, with the possibility 
of further write-offs to come. 

Boeing has also been cop- 
ing with the absorption of 
McDonnell Douglas, and 
announced in November 
that it would stop making 
the MD-SO and. MD-90 air- 
craft, though it had high 
hopes for the larger MD-ll 
and is stiff considering the 
fate of the MD-95, the 
group's smallest model. It 
also has yet to take poten- 
tially painful decisions about 
the workforce at Long 
Beach, California, where 
tens of thousands of ex- 
Douglas and supplier com- 
pany jobs are at stake. 

With the disappearance of 
McDonnell Douglas, how- 
ever, Boeing's only real com- 
petition is from Airbus 
Industrie, the Toulouse- 
based grouping which is 
owned 38 per cent each by- 
Aerospatiale, of France, and 
Daimler-Benz Aerospace, of 
Germany, with 20 per cent 
held by British Aerospace 
and 4 per cent by Casa, of 
Spain. 

Airbus, too. has a booming 
order book. But its perfor- 
mance is difficult to assess 
as it publishes no financial 
figures. This will change 
when it becomes a corporate 
entity, which is scheduled to 
occur by the beginning of 
1999. 

The reorganisation of Air- 
bus could trigger rationalisa- 
tion of Europe's defence 
companies following an ini- 
tiative announced in Decem- 
ber by the French, British 
and German governments. 
They appear to favour using 
Airbus as the base for inte- 
grated civil and military 
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Slower economic 
growth in east 
Asia likely to 
sharply reduce 
demand for oil 


Boeing’s production line: surfeit of orders caused problems 
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business, much as the US 
has achieved with Boeing. 
Lockheed Martin and Ray- 
theon. 

Arms manufacturers, in 
contrast to civil aircraft 
builders, have seen a huge 
contraction in their markets 
since the end of the Cold 
War as governments have 
taken the opportunity to cut 
spending. Nato members' 
defence budgets have fallen 
by 18 per cent in real terms 
since 1983. 

However, for the slimmed- 
down US troika and their 
suppliers there are still 
plenty- of orders to be won. 
The US government still had 
$77bn to spend in 1996 on 
procurement and research 
into new weapons, and the 
defence budget seems 
unlikely to face further sig- 
nificant cuts while tensions 
remain in the Middle East 
and the Korean peninsula. 

The situation is somewhat 
different in Europe, where 
Nato member-governments 
spent only $47bn on procure- 
ment and R&D in 1996 but a 
far larger number of defence 
companies still survived. 

British Aerospace, which 
has recovered from severe 
financial problems in the 
past few years and is thus 
leaner than many or its 
European rivals, favours for- 
mation of a European civil/ 
military conglomerate which 
would be seen as domestic 


enough in each country to 
win arms orders from gov- 
ernments. 

However, there are huge 
obstacles in the way of this 
solution: governments have 
been unwilling for political 
reasons to buy much from 
foreign companies or to har- 
monise their procurement. 
Ln France, much of the 
defence sector remains pub- 
licly-owned, making it diffi- 
cult to create a merged com- 
pany which would appeal to 
private shareholders. And 
not all potential participants 
favour large-scale integra- 
tion, which some fear will 
hamper their chances of win- 
ning orders in the US. 

For the time being, pro- 
jects such as the £42bn Euro- 
fighter aircraft will keep 
order books healthy for 
many European companies. 

But the relatively small 
size of European companies 
and lower R&D spending, 
which hampers development 
of new technology, could 
eventually mean that most 
will not be able to compete 
with the US giants even in 
their own countries. This 
will mean that the best or 
them occupy niche positions, 
mainly as sub-contractors to 
the Americans. 

By the end of 1999. it will 
be easier to see to wbat 
extent the Europeans will 
pose a challenge in the 
defence business. 


The level of oil prices 
and industry costs are likely 
to be dominant themes 
in the global petroleum and 
natural gas industry in 
1998. 

Oil prices fell steadily in 
the aftermath of the Novem- 
ber meeting of the Organisa- 
tion of Petroleum Exporting 
Countries (Opec), which 
decided to increase its pro- 
duction ceiling by 10 per 
cent to 27.5m barrels a day. 

A number of factors are 
likely to determine whether 
that decision was in-timed, 
or whether the world will be 
able to absorb the additional 
Opec output. 

Industry' analysts expect 
the economic turmoil in Asia 
to be an important factor in 
the coming months. One 
school of thought suggests 
that a sharp reduction in 
income growth in the region 
and a rise in petroleum prod- 
uct prices will cut deeply 
into demand. 

“It's a double whammy,” 
says Robert Mabro at the 
Oxford Institute for Energy 
Studies. “The devaluation of 
the region’s currencies make 
(US dollar-denominatedl oil 
more expensive and there 
will be lower economic 
growth." 

In recent years Asia has 
accounted for about half of 
the increased world demand 
for oil. Analysts are espe- 
cially concerned about the 
impact of the slump on 
China and India, the region's 
two biggest energy markets. 
Recent growth in oil con- 
sumption in China has been 
a big factor in overall global 
demand: figures from the 
international Energy Agency 
IIE.A) show that Chinese 
demand in September rose 
almost 15 per cent year-on- 
year. well above the global 
figure of just over 3 per cent 

Those who defend the 


Opec move say oil demand 
in industrialising countries 
often differs from that in the 
developed world, where 
there is a strong correlation 
between economic growth 
and petroleum consumption. 
They claim that the eco- 
nomic restructuring faced by 
a number of Asian econo- 
mies will tend to prop tip oil 
demand, even if overall 
growth is subdued. 

Another big factor is the 
rate at which non-Opec pro- 
ducers increase their output 
in 1998. The 1EA, which 
monitors world oil markets 
on behalf of the industria- 
lised world, has stuck to its 


when it comes to producing 
its full quota if prices fall 
steeply. Saudi Arabia, the 
world's biggest off exporter, 
has repeatedly rejected the 
“swing producer" role, but 
analysts point out it has rel- 
atively little financ ial room 
to manoeuvre should aver- 
age prices fall by more than 
$1.65 below the 1997 average 
of roughly $19 a barrel. 

Other factors that are 
expected to influence the oil 
price in the coming year 
include Iraq. Iraqi exports 
under the United Nations 
oil-for-food programme have 
proved erratic, but many 
industry observers expect 
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controversial forecast that 
non-Opec production will 
grow by 1.9m barrels a day. 
If correct, that means there 
would be little room for 
Opec s planned expansion. 

The bullish view of the 
EGA is disputed by many in 
the industry. They believe 
non-Opec output will rise by 
between lm b/d and lJ3m 
b/d. 

Saudi Arabia is likely to 
prove crucial to overall 
prices in 1998. A recent 
report by the London-based 
Centre for Global Energy 
Studies said: “If Iraqi off con- 
tinues to flow steadily in 
1998, the price of oil will 
depend crucially on the 
Kingdom's output stance." 

Many hope that Saudi 
Arabia will be “careful” 


that the programme will be 
expanded in 1998, given the 
continuing humanitarian 
needs within the country. 

The threat of lower crude 
oil prices coincides with a 
rising cost profile for the 
industry. Rates for key 
pieces of equipment, such as 
drilling rigs, have risen 
relentlessly over the past 
two years. It has coincided 
with a shortage of skiffs in 
some sectors or the industry. 
This has been partially 
brought about by the indus- 
try-wide reduction in man- 
power over the past decade, 
a trend which some expect 
to be reversed in coming 
years. 

The shortage of rigs has 
been one reason behind the 
delays over the past year in 


bringing a number of new 
non-Opec fields onstream. It 
was also one the factors 
which persuaded Saudi , poli- 
cy-makers that they could 
safely push for an expansion 
of Opec output. 

The industry may also find 
its taxes rising in 1998^ say 
some analysts. In recent 
years governments have 
competed against each other 
to attract oil investment 

“Governments were long 
on opportunities but short 
on investment funds,” says 
Gundi Royle at Deutsche 
Morgan Grenfell in London 
“But the industry was in the 
opposite situation.'’ She and 
other analysts believe the 
industry's relatively high 
rates of return of capital 
. employed are. being noticed 
by governments keen to 
secure additional revenues. 

The high asset values in 
the sector in recent years 
have generally deterred 
mergers and acquisition 
activity. But a period of low 
prices “could be the catalyst 
for renewed M&A activity”, 
according to one industry 
executive. “The industry is 
definitely positioning itself 
for more mergers," he adds. 

Higher finding and devel- 
opment costs couJd also 
encourage more acquisi- 
tions, as asset values would 
not appear as high relative 
to the expense of finding and 
developing oil fields. 

The higher risk profile of 
the industry also argues far 
more mergers, say some 
observers. “You need to cre- 
ate stronger units that are 
up to the task of the techni- 
cal challenges of drilling in 
deep water and which can 
handle the commercial risk 
of moving more deeply into 
emerging markets,” says one 
executive. 

The environmental and 
social impact of large-scale 
oil developments is also 
expected to be an issue, with 
some companies sensing a 
possible competitive advan- 
tage 1 in being perceived as 
being particularly adept at 
dealing with potentially con- 
troversial developments. 


Asia shockwaves are still sprea din g 


Continued from Page 1 


big advantage to the multi- 
national over local produc- 
ers. But the strongest local 
brands can prosper - as 
Nirma detergents in India 
and Wedel chocolate in 
Poland show. 

Many of these shifts in the 
nature of world markets 


favour big well-resourcesd 
companies with well-estab- 
lished national networks. Mr 
Barnevlk. of ABB. argues 
that bis group's global 
organisation is a more 
enduring competitive advan- 
tage than a new piece of 
technology which rivals can 
easily replicate. However, 
the future leaves plenty of 


room for smaller companies, 
which are often quicker at 
seizing opportunities and 
more willing to take risks. 
For example, the internet 
has spawned a host of new 
companies as well as gener- 
ating business for estab- 
lished giants such as Micro- 
soft, the US software 
company. 


Nor does globalisation 
mean an end to diversity. 
Even within multinational 
companies there are marked 
differences in the cultures of 
different national subsid- 
iaries. Taking account of 
this diversity while pursuing 
global targets remains a sig- 
nificant c halleng e for even 
the most global companies- . 
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Boo}*? cjit* earthquakes la 
ASta arid lhelr aftershocks la 
S^h ^raerica ^ will remain . 
thc^itinflCL themes for the . 
nw«or : ; hjidustry in the year 
' ahead^Btit, whea considered 

uhhkely to 
' inuch more than 

' distant . . • nhnbl es. in the 
rel^Rtlssf.'globaiieation of 
. the irorM's biggest manufac- 
turing .industry; 

Analysts looking beyond 
the' Stent or medium term 
hav^ v even found grounds-, for 
optimum from the convul- 
sions which have sent sales 
into free-fall in mast of 
south-east Asia and had 
• repercussions in much of 
$outh America. 

They argue that the recent 
turmoil represents an essen- 
tial break from the remorse- 
less rise . in. the world’s 
vehicle production capacity 
beyond 50m units a' year, 
investment decisions will be 
reconsidered in the light of 
the latest circumstances, 
prompting postponements 
and, occasionally, cancella- 
tions. - 

Some shakeout is also 
inevitable as undercapital- 
ised but over-ambitious man- 
ufacturers go. to the wall. 
The acquisition of a majority 
stake In Ssanngyong Motors 
by Daewoo, a bigger South 
Korean counterpart, may be 
pari' of a painful, but neces- 
-sary, restructuring. 

Kia,‘ Korea's second big- 
gest carmaker, may follow. 
The company's fete remains 
in. the balance after a gov- 
ernment rescue in Novem- 
ber. Many observers expect 
its car and commercial 
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vehicles divisions to be 
divided between stronger 
Korean rivals, in spite of 
ministerial assertions that 
Kia will remain independent. 

Similarly painful medicine 
may be required in Malaysia 
and Indonesia, where gov- 
ernment policies to encour- 
age ’'national'’ vehicle pro- 
grammes now look out of 
key with the changed eco- 
nomic circumstances. 

The Asian events will 
have repercussions in other 
markeLs. In Europe and. to a 
lesser extent, the US, car- 
makers are concerned they 
will be flooded with low- 
priced imports as hard- 
pressed Asian manufactur- 
ers compensate for dcclming 
domestic demand by step- 
ping up foreign sales. 

Some Japanese car compa- 
nies have already said they 
intend to intensify exports to 
make up for sluggish sales at 
home. Such reactions could 
trigger renewed trade fric- 
tions with Washington. In 
Europe, local producers win 
be monitoring sales of Japa- 
nese and Korean brands 
closely. 

But the Asian turmoil will 
prove less disruptive abroad 
than first- feared if demand 
in the US and Europe - the 
world's two biggest car mar- 
kets - remains buoyanL 

Analysts expect demand to 
stay strong in the. US - the 
seventh successive year of 
vibrant sales. Demand in 


THE ENVIRONMENT • by Leyia Boulton 



Japan has given 
the world a lead 
in tackling ; " 

. problems of 
climate change 

Climate change, followed by 

• waste,: Will top the environ- 
. mental headaches for busi- 
ness this year.. They repre- 
sent both an opportunity 
and a threat 

Tbe world’s first legally- 
binding treaty to. - curb 
-“greenhouse ' gas” emissions 
linked to dangerous climate 
change was agreed in Kyoto 
on December; II. This 
requires cuts. in fossil fuel 
consumption by the US, 
Japan and the European 
Unioit biit -its impact will 
vary from industry to indus- 
try,- • ... 

- While some- will be clear 
whiners other businesses 

. will have to adjust' in order 
to thrive. Nowhere are these 
' differences better illustrated 
than in' japan. 

Hiroftimi Tezuka, general 
. manager.' of the solar dlvi- 

• sion ixf Kyocera, a caramics- 
.. to-semiconductor conglomer- 
ate, expects a powerful boost 
in demand for solar products 
front the accord struck in his 
home town 7 last month. 

' But Is£o Iwabuchi, envi- 
. . ronmental manager of- Nip- 
pon Steeh Japan's biggest 
steelmaker, acknowledges 
that his industry will need to 
. change to order to thrive to 
.' a post-Kyoto regime. 

Japan." has 1 ''already done 
more than most countries to 
tactile, climate- change . in 
pr^tical terms. Its actions 
-are likely to be -imitated by 
the US and the EU. 

:. Kyocera .enjoys vihe .world’s 
most generous' government 
. subsidies ■ to . encourage 
demand for . solar power, 
which- is. seen, as . both - a 
means of avoiding, “green- 
house Remissions and 
reducing Japan's . depen- 
denco'Od’hjaiwrted oil. • . 
Pbr/tiaef'din^nt -.financial 
: year, the Japsmese govern- 
;ment has provided Tllbtf to 
subsidise the-tostalllation of 
-sofer panda -, 'whidi gener- 
afe.dectridigr^ ^;frcm : su3Ddiglit 

- on -thQ.-.EOofs bf he'w.- 
-hon3es.'AJiotherVl4bh ns 


ables across the 15-nation 
bloc. 

In the meantime, Mr 
Tezuka smiles -when asked 
whether he thinks his com- 
pany is getting a head start 
against foreign rivals such 
as BP Solar, which does not 
benefit from UK government 
subsidies. “I think so,” he 
says; 

In contrast, companies 
such as Nippon Steel, repre- 
senting one at the most ener- 
gy-intensive industries in 
the world, will have to work 
hard to turn the challenge of 
climate change into an 
opportunity. 

Japanese energy conserva- 
tion efforts dating from the 
first Middle East oil crisis to 
1973 have already helped 
make Japanese steelmakers 
more energy efficient than 
most of their international 
competitors. 

As head of the carbon 
dioxide committee set up by 
Keidanreh, the Japanese 
business federation, Mr Iwa- 
buchi is acutely aware of the 
challenges of further carbon 
dioxide reductions. 

He says that "maybe in 
the next century carbon 
dioxide is going to be. tbe 
biggest problem” for the 
steel industry. But be also 
sees companies' ability to 
produce more goods; while 
using fewer natural 
resources as key to their 
future competitiveness. 

Tbe notion that companies 
stand to gain a competitive 
advantage from eco-effl- 
ciency is also true of waste, 
the other main environmen- 
tal challenge of 1998. 

'Governments are likely to 
continue' to increase pres- 
sure on. companies to minim- 
ise the waste generated by 
both their products and pro- 
duction processes. . -This 
trend is particularly 
advanced in tbe EU. 

: An ED directive requiring 
industry to recycle or other- 
wise recover half Its' packag- 
ing waste by 2001 begins to 
bite this year. Having regis- 
tered with a collective 
recycling' scheme, companies 
are how expected to provide 
data to governments on how 
much waste they generate so 
their obligations under the 
new law are correctly 
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computers to televisions. 
Such obligations would 
extend hot just to European 
companies bat to the. many 
US wad Japanese multina- 
tionals .which s 00 photocopi- 
ers and cars into the EU. 


Europe is not expected to 

repeal the higher-than-oxpec- 

ted figure for 1997, when 
sales came much closer to 
their historical Mm unit 
peak than anyone expected. 
However, sales will remain 
lively as long as demand is 
boosted by special govern- 
ment Incentive schemes, 
such as in Italy. 

Eastern Europe and the 
former Soviet Union should 
continue growing strongly - 
prompting further direct 
investment along the hues of 
the joint ventures estab- 
lished by Fiat and by Ren- 
ault in 1996. 

The outlook for South 
America is less clear. 
Demand for cars in Brazil - 
the region's biggest market 
- full sharply in tbe closing 
months oT 1997 after the gov- 
ernment pushed up interest 


rates to protect the domestic 
currency from speculators. 
Thu effect was to choke off 
demund lor consumer credit, 
which had fuelled the sharp 
rise in cur sales during the 
year. The prognosis for 199S 
depend on analysts’ differing 
view of how quickly interest 
rates will drop. 

Irrespective <*f the events 
in Asm. western manufactur- 
ers will remain under pres- 
sure to shorten their product 
development limes and to 
cut production costs to 
remain competitive. Thu 
coming year may also bring 
the long-awaited focus on 
streamlining distribution - 
Hie last mam cost centre 
after production and pur- 
chasing to be pared down. 

Product development engi- 
neers will sec no respite in 
manufacturers' demands for 
new products to cover every 
niche of the market. In 
Europe, that will mean more 
compact multi-purpose 
vehicles to compete with 
Renault’s highly successful 
Megane Scenic model, which 
has had the fluid largely 
to itself. More urban 
minicars are also expected, 
although their makers will 
hope to avoid the embarrass- 
ing upsets which marred 
tbe launch nf Mercedes- 


Benz’s A -Class mini-car. 

L'S carmakers will con- 
tinue to develop “recre- 
ational vehicles" to compen- 
sate for the decline in 
demand for traditional pas- 
senger cars. However, there 
are signs the boom in 
demand for “KVs” is chang- 
ing: while sales of multi-pas- 
senger minivans may be 
softening, demand for sports 
utility vehicles - and espe- 
cially the biggest and most 
expensive variants - looks 
rock solid. 

Thu supply base, mean- 
while-. will continue to con- 
solidate aft hough ihe pace of 

concent ration may slow as 
the number nf big acquisi- 
tion candidates dwindles and 
takeover targets obtain a 
rarity value. 

Rather than independent 
supply companies, the focus 
m 19SW may shift la General 
Motors and Ford, which 
have hived off their compe- 
tin' nt operations into sepa- 
rate subsidiaries. GM’s Del- 
phi arm is putting its house 
in order by selling three big 
operations, including seat- 
ing. to prepare for its stock 
market nutation. 

Fords recently renamed 
Visteon subsidiary operation 
has been rather more cagey 
cagiur about its plans. 





The Mercedes-Benz M Class fits into the popular sports utility sector 



Pcola Cantarvlla. chief 
executive of Fiat 
One hundred years young 
and at the dawn of the new 
millennium, ibe challenges 
faring the motor industry- 
are many, but clear. The 
process of true globali- 
sation must continue, for 
(be customers of the new 
worlds require it and we 
most do it in order to 
guarantee oar competitive- 
ness, However, we must be 
acutely aware that 
industrial and social 
demands go hand in hand. 
This process, together with 
investments In new models 
and technology, which 
must be renewed at a 


quicker pace In order to 
satisfy consumer demands 
and combat increasing 
competition, means that 
trade and economic rules 
must be tbe same for 
everyone. Free, but fair, 
trade. The difficulties we 
have seen in Asia and Latin 
America should be seen as 
temporary difficulties - 
part of the growing pains of 
any expanding economy. 

For the motor industry, 
always a long-term 
planner, our commitments, 
at least, to these areas will 
remain largely in place. In 
Europe the new car market 
in 199S should expand by 
around 2 to 3 per cent. 
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the White House nas 
been advised that the 

combination of European 

monetary union and the 
vear 2000 “millennium 
timebomb” could cause a , 
, financial catastrophe. 

president Clinton has been 
told by specialist consultants 

commissioned by 

American government to 
advise on the problem to call 

for postponement ot 

date of the 



the Europe 
delay 


starting 
currency. 

confidential 

requested by the 
House Office 
Management 
Departme^T 
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SAP prefer to defuse it 

As che largest application software vendor in Europe, SAP 
are way ahead of the competition in developing software 
char will improve che performance of your back office and 
solve vour EMU and Year 2000 issues. 

j 

This advanced business software is called SAP R/3. 

And it revolutionises the way you do business by providing 
you with an integrated suite of applications that pulls 
together your entire com pan}'. 

With SAP R/3 information is enrered once, then dispersed 
to everyone who needs it. So people can act faster. 
Customer service can be improved. And your company s 
ability to succeed can increase enormously. Both now and 
in the future. 

So done waste time. Defuse your EMU timebomb now. 
Call SAP on 0181 818 2940, quoting reference FTEMU 010. 
Alternatively visit us on the internet http://www.sap.com 


The world's most comprehensive enterprise-wide business software 


mr 

A Better Reiorn 
On information 


T'-.'-v: 











4 GLOBAL BUSINESS OUTLOOK 


PHARMACEUTICALS • by Clive Cookson 


Another golden year in prospect 


A change of heart 
on healthcare by 
governments is 
helping to fuel 
strong demand 


The pharmaceutical industry 
is looking forward to 
another golden year in 1993. 
Most companies expect 
strong overall growth in 
sales and profits, fuelled by 
double-digit expansion in the 
US markeL 

At the same time, there is 
increasing excitement about 
a new wave of Innovative 
drugs in the research pipe- 
line as scientists apply new 
genetic and chemical tech- 
niques to pharmaceutical 
discovery and development 

There may be some set- 
backs as governments in 
Europe and Asia attempt to 
strengthen drug price con- 
trol mechanisms but on the 
whole, as Richard Mar kham . 
American chief executive of 
Germany's Hoechst Marion 
Roussel (HMR). puts it: “It's 
going to be a fantastic year 
for the industry." 

Analysts expect the global 
market to keep growing at 
about its current rate of 7 
per cent during 1998. 

As Mr Markham notes, it 


is just five years since one 
respected team of invest- 
ment analysts put out a fat 
report entitled The Pharma- 
ceutical Industry of the 
Future - A Black Hole. 

In the early 1990s. many 
people forecast tbat a combi- 
nation of healthcare reform 
programmes and ferocious 
price competition between 
similar drugs would drive 
down proGts throughout the 
industry, to a point at which 
many companies would be 
forced to make big cuts in 
research and development - 
the lifeblood of their future. 
In response to such fears, 
shares in pharmaceutical 
companies were then trading 
at a price/eamings discount 
to the market. 

As it turned out. the Clin- 
ton administration and Dem- 
ocrats in Congress failed to 
impose a damaging reform 
programme in the US. Euro- 
pean governments took a 
more relaxed attitude to 
pharmaceutical pricing than 
the pessimists had expected, 
and several companies man - 
aged to cut costs substan- 
tially through mergers and 
acquisitions. 

The outcome has been a 
sequence of four consecutive 
years in which the pharma- 
ceutical sector has outper- 


Leadfng pharmaceuticals companies 
(1998 forecasts, US$bn) 


Country 


PTiarma 


Group 


Merck 

US 

15.871 

27.438 

Glaxo Wellcome 

UK 

14.010 

14.010 

Novartis 

Swftrerfend 

13.433 

231686 

Bristol Myras Squibb 

US 

12.220 

10341 

Pfizer 

US 

10.689 

13.682 

Rocha 

Switzerland 

10353 

18.784 

American Home Products 

US 

10549 

14.657 

Johnson S Johnson 

US 

8.925 

2SJ365 

SmithKflne Beecham 

UK 

0688 

14.100 

Hoechst 

Switzerland 

8.173 

30-072 
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formed the markeL It is now 
back to its traditional P/E 
premium. 

“As a sector, the pharma 
industry has delivered in 
spades," says Mark Becker. 
London-based pharmaceuti- 
cal analyst for J.P. Morgan 
Securities. On average, com- 
panies have shown earnings 
growth of 13 per cent over 
the past five years and are 
forecasting growth of 13 per 
cent over the next five. 

One reason for the 
improved outlook. Mr Mark- 
ham says, is that companies 
are winning the battle to 
convince governments tbat 
drugs, far from being a drain 
on healthcare resources, 
help to save money. The 
industry's growing band of 
pharmaco-economists is 
producing increasingly 


sophisticated analyses to 
show that innovative drugs 
lead to savings far greater 
than their own costs, for 
example by reducing sub- 
stantially the time that 
patients need to spend in 
hospital. 

“It is becoming increas- 
ingly clear that the pharma- 
ceutical industry will be the 
saviour in the fight to cut 
healthcare costs,” Mr Mark- 
ham says. 

The other reason for opti- 
mism is the way companies 
are increasing the productiv- 
ity of their R&D operations 
(which typically consume 
about 15 per cent of total 
expenditure) by improved 
management and new tech- 
nology. Large companies 
such as HMR, which have 
managed to. launch drugs at 


TELECOMMUNICATIONS • by Alan Cane 


Competition gets tougher 


Liberalisation, 
globalisation and 
advances in 
technology create 
more rivalry 


It would take the gift of 
second sight and more to 
predict the course of the 
telecommunications 
industry over the next few 
years. One thing, however, is 
certain: the industry in 2008 
will bear little resemblance 
to the telecoms business of 
today. 

Most, if not all, of the 
world's national carriers will 
have been fully privatised. 
By 2000, for example, it Is 
likely that all Latin 
America's leading operators 
will- fie in private hands; 
Competition will be open 
and controlled by global 
regulation. The telephone 
network will carry more 
minutes of data than voice. 
And it is possible that 
ownership of the industry 
will have drilled away from 
the traditional operators 
towards new carriers with 
internet capabilities, such as 
WorldCom, of tbe US, and to 
the computer and media 
companies - Microsoft, for 
example. 

All this will come about 
because of advances in 
technology, tbe globalisation 
of business and the 
liberalisation of markets. All 
three are contributing to a 
profound increase in 
competition In an industry 
which for most of its 
existence has enjoyed 
co-operation rather than 
rivalry. 

This year is likely to prove 
pivotal. January 1 was the 
date set by the World Trade 
Organisation for the 
liberalisation of telecoms 
markets throughout much of 
the world. It was also the 
date on which the European 
Union's leading economies 
had agreed to allow full 
competition in voice and 
data services. 


The demand for telecoms 
services will grow strongly, 
driven by an increase in data 
transmission chiefly 
associated with the internet. 
But costs are falling and 
carriers are peering 
anxiously into a future in 
which the only certainties 
are tougher competition and 
drastically lower margins. 

An example Is 
interconnection rates, the 
price an operator charges 
rival operators to connect to 
its network. These are lower 
in the UK, where there has 
been full competition for 
some five years, than 
anywhere else in Europe. In 
New Zealand, where a liberal 
market has been 


fixed and mobile services. 

The single most important 
development in the past few 
months, however, has been 
the emergence of internet 
telephony. For more than a 
year the technology has 
been available to make 
commercial quality 
international telephone calls 
over the internet and. 
therefore, at a fraction of tbe 
conventional price. 

This has been a 
remarkable technical feat. 
Data is sent over the 
internet in discrete blocks, 
or “packets", which are not 
best suited to voice 
conversations. 

There will inevitably be 
some effect on operators' 


Leading telecommunications operators 



Country 

1996 tetecom 
revenue (USSbn) 

NTT 

Japan 

71.143 

AT&T 

US 

52-184 

Deutsche Telekom 

Gramany 

40.564 

France Tek&com 

France 

30891 . 

BT* 

UK 

24493- 

GTE 

US 

21.339 

Telecom Itafa 

Italy 

19.192 

BellSouth 

US 

10040 

MCI 

US 

18.494 

Tetttanica 

Spain 

15.281 


• 12 months to Uuctt 31 1937 
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accompanied by an absence 
of regulation, inter- 
connection charges are five 
times the UK rate on a 
comparable basis. 

For manufacturers, on the 
other band, the possibilities 
of selling advanced 
equipment to the rash of 
new operators should more 
than make up for the way 
technological advances are 
cutting the cost of electronic 
equipment 

Northern Telecom, the 
Canadian manufacturer, for 
example, won a $60m 
contract last month, from 
NetSystem International, a 
new telecoms group based in 
Oslo, Norway, which aims to 
become Europe's leading 
“virtual" network operator, 
providing intelligent systems 
to glue together other 
carriers' networks, offering 
customers a single paint for 


revenues. Philips Tarifica, 
the consultancy, estimates 
Deutsche Telekom's 
revenues will be cut by at 
least $105m in 2001 because 
of internet telephony. In the 
US, Action Information 
Services calculates tbat 
voice and fax over the 
internet will cost North 
American operators $8bn in 
revenues over the next four 
years. 

The internet apart, the 
cost of long-distance calls is 
set to fall as a consequence 
of competition and technical 
developments such as 
call-back and re-file services. 
These latter services 
essentially make it seem 
that a call from a country 
where call charges are high 
has it origin in a country 
where charges are low. 

Internet telephony and 
call-back spell the end of the 


“accounting rate” system 
where international 
operators pay each other 
inflated amounts to carry 
each others' calls. 

The cost of local and 
long-distance calls will con- 
tinue to fall as competition 
develops in countries where 
hitherto there had been 
none. But the speed at which 
it develops should not be 
overestimated. The incum- 
bent operators will light 
back, and they have most of 
the advantages. 

Regulation will be key. 
Analysts point out that 
European fixed-wire opera- 
tors fall into two groups: the 
north Europeans include BT, 
Deutsche Telekom and KPN 
of the Netherlands, all 
mature, relatively efficient 
operators facing tough com- 
petition and tight regulation. 
Analysts expect earnings 
growth of between 5 per cent 
and 11 per cent a year for 
these companies. 

The south Europeans 
include Telecom Italia, Tele- 
fdnica and Portugal Tele- 
com, where competition is 
expected to develop slowly 
and regulation will be less 
rigorous. Earnings growth 
for these companies is expec- 
ted to be around the 10 to 19 
per cent a year mark. Good 
for investors, but a burden 
for businesses in the region 
who will continue to pay 
over the odds for their com- 
munications. 

Mobile telepbony will con- 
tinue to grow strongly, 
driven by falling prices and 
a growing global under- 
standing of the value of 
mobile communications. The 
industry is maturing rapidly, 
finding its way around the 
clumsy credit-checking, 
handset subsidies and high 
charges which have been a 
primary cause of "churn" - 
subscribers leaving or being 
excluded from the network. 
Pre-paid services and realis- 
tically priced handsets are 
bringing new subscribers 
onto the networks In their 
millions. 


CFA charterholders know it's 
not only a good idea - it's 
good business. 


Ethics 



Over 24,000 investment professionals from 63 countries have something very important In common. 
They have earned the right to use the CFA" designation — Chartered Financial Analyst They adhere 
to a rigid code of conduct that promotes the integrity of the investment industry worldwide. And that 
makes good business sense. Because trust and high ethical standards are the foundation of an open 
marketplace — here and abroad. 


A universal symbol for high professional standards and principles, the CFA charter is sponsored by ihe Association 
for Investment Management and Research. AIMR also offers an array of other professional development programs 
designed to maintain high standards for CFA charterholders, their employers and their clients. 


For more information and a free brochure, call 1-804-963-6825. 
Or visit oor Web ate at www.aiinr.org. 




SETTING A HIGHER STANDARD 


an average rate of about one 
a year, are now promising 
two or three important new 
products a year. Glaxo Well- 
come put 18 new chemical 
entities into the first 
“exploratory" stage of devel- 
opment in 1997, says James 
Niedel, R&D director, com- 
pared with just six by Glaxo 
and Wellcome before their 
merger in 1994.. 

a Tm very excited about 
the R&D revolution." says 
Kevin Wilson, European 
pharmaceutical analyst at 
Salomon Smith Barney. “I 
t hink it will be very bullish 
for some parts of the indus- 
try.” 

One buzzword in the 
industry, which Mr Wilson 
predicts will become increas- 
ingly famili ar to investors 
during 1998, is bioinforma- 
tics: the use of information 
technology to make sense of 
the vast volumes of genetic 
and biological data pouring 
out of research laboratories. 
Companies vary greatly in 
the extent to which they 
have invested in bioinforma- 
tics: Smith Kline Beecham 
has perhaps the highest pro- 
file in this field. 

Another likely buzzword 
for the future is pharmaco- 
genomics: using genetic 
analysis of patients to pre- 


scribe the drugs most benefi- 
- dal for their disease. 

Although the pressure cm 
pharmaceutical companies 
to merge relaxed as their 
financial outlook has grown 
brighter, the ind ustry is 
expecting farther activity in 
mergers and acquisitions 
over the next two or three 
years. Consolidation may no 
longer be a matter of life or 
death,' but companies are 
still attracted by the large 
cost savings available from a 
well managed merger. 

Some names feature in 
takeover speculation more 
frequently than others. 
Global companies that are in 
the second tier by size, such 
as the UK's Zeneca, are often 
seen as targets. Any of the 
giants seeking to increase 
market share is a potential 
predator, though Switzer- 
land's Roche may be particu- 
larly hungry now that Ciba 
and Sandoz have combined 
into Novartis. 

Predicting takeovers is as 
much a matter of guesses 
and rumours in the pharma- 
ceutical industry as in any 
other. But, with the largest 
companies holding less than 
a 6 per cent market share, 
the biggest surprise would 
be if there was no corporate 
consolidation this year. 



Sir Richard Sykes, chief- 
executive of Glean Wellcome 
For our industry, 1998 is ‘ ; 
likely to see a continuation 
of two co-existing themes: : 
the discovery and 
development of important ^ 
medicines, alongside the •• 
challenges of financing 
society's demands for . . 
Improved healthcare Jn 
Europe, the important 
dialogue sponsored by 
Martin Bangemann (the EU. 
industry commissioner! 

has made progress which 
can be built upon in 
1998.This contrasts with 


Japan, wht^e negativef ; ^ 
‘policy responsestjowSrds,/^ 
„pharmaceidicalsar^^nf'-t.:--! 
‘ ■ prospecLIt is Jbrfh^lS 
where issues of ke£ 
importance to the ultimate ^ 
' consumer, Pf heahhearfc,' • v C- 
thepatient, arehehpg\L\r 
addressed; threpg&v^ v£ > 

• improved information 1 ; 

provided directly -to 
patients and focus mjr$b£- 
quality of care and not jast 
its costs. I loak fofcwafd- t \ 
to a greater roteJbr W' :«£ZV. 
. patients on the agenda 
other Areas of tfaawra*ifcL : ' \ 
■ I99&- 
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Spoilt for choice.. .but for the media industry, and particuiariy thre broadcasting sector, there could be an uncomfortable period ahead . 


MEDIA • by John Gapper 


In shadow 



One of the main 
challenges now is 
to create content 
to fill expanding 
capacity 


After a period of rapid 
growth in the early 1990s, 
the global media industry is 
investing for an era in which 
competition will be more 
intense and rewards more 
uncertain. That is now 
reflected in wilting share 
valuations for companies 
that are embarking - some 
willingly and some through 
lack of choice - on the digi- 
tal adventure. 

This phenomenon has 
been particularly marked in 
Europe, where media compa- 
nies have performed abys- 
mally against stock market 
indices. Media companies 
that were prized for their 
strong cashflow and growth 
prospects in the past few 
years have seen their value 
shrink as investors realise 
tbe scale of risks that they 
are now racing. 

For an industry used to 
strict regulation in many 
markets, the media sector is 
now facing huge uncer- 
tainty. Broadcasters are 
unsure whether they can 
attract subscribers and 
advertising revenue to cover 
the escalating cast of digital 
service, while the divide 
among winners and losers in 
information fields is ever 
more pronounced. 

The over-arching theme in 
global broadcasting is the 
expansion of capacity in the 
switch from analogue to digi- 
tal broadcast. This is trans- 
forming the number of chan- 
nels in most countries 
outside the US from a hand- 
ful to a few hundred, and 
allowing far greater choice 
in what viewers want to 
watch, and when they do so. 

For information providers, 
the challenge is less to cre- 
ate content to fill the ever- 
expanding capacity than 
transferring existing infor- 
mation into different forms. 
The most successful global 
information groups, such as 
the Dutch publishers Elsev- 
ier and Wolters Kluwer, 
have bad to switch informa- 
tion to online databases. 

Changes in technology in 
ail fields are leading to a re- 
evaluation of the balance of 
power between the owners of 
content and distribution. As 
all channels of communica- 
tion expand, greater power is 
being placed in the hands of 


content owners, and is 
increasingly passing to tal- 
ented individuals who enter- 
tain or inform others. 

The geographical power of 
particular economies is also 
becoming less certain. US 
entertainment groups such 
as Time Warner and Disney 
remain extremely strong in 
filmed entertainment Yet 
US companies face tough 
challengers in financial 
information and in other 
specialist information fields 
the US is surprisingly weak. 

Broadcasting is the arena 
facing most rapid change, 
with the strength of net- 
works being challenged 
strongly for the first time 
outside the US by pay-televi- 
sion providers. At the same 

time. US digital satellite 
broadcasters are competing 


mine how easy it is for a 
viewer to find a particular 
channel among the array on 
offer. 

Yet in many markets the 
depth of investors pockets 
may determine as much as 
the niceties of technology. 
Even the US market is 
unlikely to be able to bear 
four digital satellite provid- 
ers indefinitely, as Rupert 
Murdoch's uncharacteristic 
retreat from battle during 
1997 by abandoning a joint 
venture with EchoStar indi- 
cates. 

There has already been 
consolidation in European 
satellite television through 
the agreement between 
KirchGroup and Bertels- 
mann in Germany to share 
assets. Yet Canal Plus and 
British Sky Broadcasting. 


Leading media companies 


CouHry 


1886 
(USSbn) . 


Viacom 

US 

12.1 

Bertetamann 

Germany 

12.0. 

New Carp" 

. Australia 

• • 10.4 

Tbe Warrior 

US 

' lOI 

Thomson Group 

Canada 

7.6 ‘ 

Tete-Comm 

US 

6.8 

Reed Bsevier 

The Netfwtands/UK 

5,4 

Reuters 

UK 

4.7 

Gannett 

US 

4.4 

Comcast 

US 

4.0 
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strongly, and cable groups 
are pondering a switch to 
the next generation of set- 
top boxes. 

One of the most conten- 
tious issues to be addressed 
in the coming year is 
whether the attempt by 
Microsoft to create a televi- 
sion operating platform with 
a market strength similar to 
that of Windows 95 in the 
personal computer market 
will work. Microsoft has 
made a number of moves to 
reinforce its second front in 
television. 

Among these have been 
the purchase of its Web TV 
subsidiary, and the market- 
ing of its Windows CE appli- 
cation as operating software 
for set-top boxes. C-able 
groups such as Tele-Commu- 
nications, of Denver, will 
shortly place multi-billion 
dollar orders for an array of 
set-top boxes capable of han- 
dling digital channels. 

The massive capacity of 
digital technology, which 
allows broadcasters to 
squeeze many more chan- 
nels into a set of frequencies, 
has sparked a debate over 
the gatekeeper applications 
such as electronic pro- 
gramme guides. These deter- 


which have led pay -TV In 
France and the UK. face an 
unaccustomed degree of 
competition from others. 

At the same time, Euro- 
pean regulators are display- 
ing more inclination to 
impose a blueprint for the 
digital future. The European 
Commission's competition 
directorate has displayed an 
interest In digital services 
across the continent, and 
provoked complaints that it 
is in danger of stifling inno- 
vation in what is already a 
risky new market 

For traditional free-to-air 
networks, tbe full onset of 
pay-television is . likely to 
lead to stronger challenges 
for advertisers' money. Yet 
the US networks have shown 
that they can command 
higher premiums for deliver- 
ing mass audiences than in 
the past, as the mass audi- 
ence becomes scarcer amid 
proliferating channels. 

Music groups do not face 
the same difficulties. 
Instead, tbe large music 
labels have the difficulty of 
slow growth in demand fol- 
lowing the rapid re-stocking 
by consumers tbat came 
with the Introduction of 
compact discs. Goldman 


Sachs, the US investment 
bank, is predicting growth in 
sales volume of just 4 per 
cent for 1998. - ' : - : _V 

In information markets, it 
will be a crucial year forthe 
European groups that' bave _ 
been attempting to reinforce 
their strength in information 
publishing. If the merger nf. 
the Dutch publishing groups 
Elsevier and Woltera Ktawer 
and the British company 
Reed is allowed it win create 
the world’s strongest irifor-- 
matron -group. 

Reed Else vler-Wol tars Klu- 
wer would have extremely 
strong positions in legal, ?iax. . 
and medical publishing in 
both the US and EuropC; Not- - 
only is there no US company 
with similar strength ta spe- 
cialist publishing, but the US 
market in financial informa- 
tion is also in flux,! with sev- 
eral established providers 
undergoing change. 

Dow Jones, publisher- of ' 
the Wall Street Journal, has 
managed to expand the 
newspaper into Europe and 
Asia. However, the family- 
controlled group may sell its 
financial data subsidiary 
Dow Jones Markets. Pri- 
mark. the Massachusetts- 
based company, has also put 
up far sale Its financial infor- 
mation division. 

Yet the direction of this 
market is unclear. Reuters, 
the strongest European 
group, has displayed little 
appetite for aggressive 
acquisitions having just 
handed £L5bn back to share- 
holders. The fastest-growing 
US participant, Bloomberg, 
is still privately-held, and to 
date has grown organically 
rather than by buying -other 
providers. 

This range of uncertainties 
means the global media 
industry is likely to undergo 
an uncomfortable period In 
the coming year. Even if the 
broadcasting move into dlgi- . 
tal works as planned, there 
are too many competitors to 
survive unscathed in the 
long-term, while the market 
in financial information in 
particular is highly uncer- 
tain. 

Yet the breaking down of 
traditional technology con- 
straints mean that new play* 
ers have a better chance of 
competing than in the past 
Stock market valuations 
may reflect in an "accurate 
way the probability that not 
every participant will invest 
wisely, but there are oppor- 
tunities fbr those that can 
stand out from the crowd. 
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In Newfoundland, going out to sea is 
still a good way to make a living. 
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y Off the Canadian Maritimes, beneath waters Environmentally, it may be the most carefully executed 
y:~y southeast of Newfoundland and Nova Scotia, oil project ever. Economically, it marks the start of a 
lie three billion barrels of oil and trillions of cubic feet new era for Atlantic Canada. Mobil is active in other 
of natural gas. Pictured above is the biggest thing Maritimes fields, too, whose reserves will boost world 
ever towed to sea— the Hibernia oil platform. Heavier energy supplies. Without partnership, however, Hibernia 
than six modern aircraft carriers, it took seven years . . could not have happened. The Canadian government, 
aind 7,006 peopfeto build, and it’s now at work exceed- . the people of Newfoundland and our five partners are 
iria all expe^tipns: Mobil is the largest partner in a all to be congratulated for their foresight and for a 
group that will operate Hibernia for at least 20 years, job well done. To learn more, visit www.mobil.com. 
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6 GLOBAL BUSINESS OUTLOOK 



There are few industries untouched by fT - but the financial services sector is easily the biggest investor in technology 


INFORMATION TECHNOLOGY » by Stefan Wagstyf 

IT is reaching out to 
the farthest comers 


A company’s 
location is now 
more likely to be 
determined by 
skill bargains 

Among the safest forecasts 
which can be made about 
the business outlook is that 
information technology will 
spread further and deeper 
into everyday working life. 

IT companies already 
account for more than 10 per 
cent of output in the US, and 
approaching 10 per cent in 
Europe and Japan. But the 
real measure of the impact 
of IT is in its effects on busi- 
nesses and processes which 
once had little to do with 
computing. 

From the control room of a 
chemical works to the small 
import-export office. IT is 
changing the business world. 

Frances Cairacross puts 
improvements in communi- 
cations at the centre of these 
changes in her recent book. 
The Death of Distance. In a 
30-point summary, she 
claims that faster and 
cheaper communications 
will do everything from 
increasing economic effi- 
ciency to promoting global 
peace. 

Among her more intrigu- 
ing forecasts is that IT will 
make companies and people 
more honest. '‘Since it will 
be easier to check whether 
people and companies 
deliver what they have 
promised, many services will 
become more reliable and 
people will be more likely to 
trust each other to keep 
their word." she says. 

Ms Cairn cross argues that 
communications are already 
helping to enhance global 
markets by reducing the 
importance of distance and 
of geographic location. 
“Companies will locate any 


screen-based activity any- 
where on Earth, wherever 
they can find the best bar- 
gain of skills and productiv- 
ity.” 

In fact, this rule applies 
increasingly not just to 
screen-based activities, but 
to all business activities 
which do not require 
face-to-face contact with cus- 
tomers. 

With the help of IT, prod- 
uct development, production 
and marketing can be car- 
ried out in different coun- 
tries and tied together to 
generate profit. A skirt 
designed in Italy and made 
in India can be sold • in 


1997 


Japan. Moreover, IT means 
tbat the different stages of 
the commercial process can 
increasingly be carried out 
outside the company as well 
as inside. 

IT outsourcing deals, 
which started life as a cheap 
way of data processing, have 
become ever more elaborate, 
with companies bringing IT- 
related partners deeper into 
their own organisations. It is 
already commonplace for 
management consultancies 
to win contracts for provid- 
ing everything from com- 
puter hardware and software 
to advising on the organisa- 
tional changes which will be 
required to make the best 
use of the newly-installed 
technology. 


Such contracts often envis- 
age that the client and his or 
her consultant will share the 
rewards of the work - with a 
portion of the payment to 
the consultant being based 
on the savings and other 
benefits arising from the 
changes which are made. 
Sometimes the partners also 
agree to share the lessons 
learnt - the client company 
can transfer the improve- 
ments to other departments 
while the consultant is also 
free to use them. Some chief 
executives balk at this idea. 

Across the globe, there are 
many cases of very central- 
ised companies which have 


done very well in world mar- 
kets. building networks of 
affiliates in many countries. 
They are among the fron- 
trunners in the use of tech- 
nology but do not expect cor- 
porations to go fuzzy at the 
edges. Toyota Motor, the 
Japanese carmaker, is an 
example. 

The advance of IT does not 
just bring organisational 
change; it also alters the 
nature of the products and 
services which are produced. 

Percy Bamevik, chairman 
of ABB. the Swiss-Swedish 
engineering group, said in a 
recent speech: “All compa- 
nies are IT companies... 
electronic intelligence is now 
being built into everything. 
The competitive edge of a 


train or a power plant is 
increasingly a matter or pro- 
cess control, self-diagnostics, 
optimisation devices, man- 
machine co mmuni cation - 
all IT-based. 

“In a steel rolling mill, 
almost half the value .is in 
process control and electron- 
ics. If you add documenta- 
tion, training etc, you find 
that maybe 25 per cent of the 
total price is conventional 
hardware and wbat you sup- 
ply is mainly software and 
know-how.” 

Already there are manu- 
facturers who themselves 
make nothing. Keyence, a 
Japanese electronics com- 
pany, carries out its own 
research and development 
work and handles market- 
ing. But all the manufactur- 
ing is carried out by sub-con- 
tractors. British Airways has 
denied that it wants to make 
itself into a "virtual airline”, 
in which the physical busi- 
ness of flying aircraft would 
be subcontracted. But it is 
In the process of spuming off 
or reducing other services 
which were once considered 
central to an airline's busi- 
ness, such as vehicle mainte- 
nance and catering. 

The changes wrought by 
IT put big pressures on indi- 
viduals. Not everyone will 
assess correctly the opportu- 
nities which are being cre- 
ated. If some companies 
make a spectacular success 
of the IT revolution, others 
will make a dismal failure. 
Some individuals will seize 
the chance to advance their 
careers and others will lose 
their jobs through making 
the wrong choices or 
through sheer bad luck. 

These considerations put a 
premium on training. Com- 
panies which train their 
stall well are more likely to 
have the resources to 
respond to changes when 
they occur. 


Leading computer, office equipment companies 


Cowitry Sales 

(USSbn) 


IBM 

US 

75JT 

Fujitsu 

Japai 

40.0*. 

Hewlett -Packard 

US 

3B.4' 

Canon 

Japan . . 

22T 

Compaq 

US 

18.1' . 

Xerox 

US 

174’ 

Digital 

US 

13.0* 

Ricoh 

Japan 

. 11.7* 

Microsoft 

US 

11.4 s 

Apple 

US 

7.V 
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IT COMPANIES • by Louise Kehoe 


Asia threat to 



US chipmakers 
fear their Korean 
competitors will 
add to worldwide 
oversupply 

The information technology 
boom of the past two years, 
which has been driven b; 
the widespread adoption of 
internetworking technology, 
is set to continue through to 
the end of the decade and 
beyond, according to indus- 
try forecasts. 

But economic turmoil in 
Asia, which has hit the {earn- 
ings of some of the most 
prominent US high-technol- 
ogy companies in recent 
weeks, is casting doubts on. 
the outlook for technology : 
industries, at least In. tbe 
short term. 

The Asia-Pacific region, 
including Japan, has been a 
high-gTowth market for 
many high-tech products 
over the past five years. 

Companies such as Oracle, a 
leading supplier of software 
to large businesses, have 
become accustomed to see- 
ing their sales in the region 
increase by at least 60 per 
cent a year, a rate that far 
outstripped Europe or the 
Americas. 

Now Asian currency crises 
threaten to dampen revenue 
growth. Oracle, for example, 
is not counting on any However, in segments of 
growth in Asia-Pacific mar- the high-tech industry where 
kets over the next few quar- Asian producers play a big 
ters. says Ray Lane. Oracle's role in world markets, the 
president. Several customers picture could be quite differ- 
in the region have put enL 

spending on hold, although US chipmakers fear that 
some large software install s- South Korean memory chip 
tions are going ahead, he manufacturers, for example, 
adds. will take advantage oF aid 

The impact of Asian eco- from the International Mone- 
nomic problems In the high- tary Fund to continue to 
tech sector may vary greatly expand production and exac- 
tly Industry segment and abate a serious worldwide 
geography. US companies oversupply that has driven 
which count their revenues prices of memory chips 
in dollars are feeling the down by at least 70 per cent 
effects of falling Asian cur- over the past year, 
rencies more acutely than IMF aid should be 
their counterparts in accompanied by restruct- 
Europe, for example. uring plans that shift tbe 

Tbe most vulnerable high- South Korean industry away 
technology companies are from government supported 
providers of capital equip- 
ment; for example, the semi- 
conductor production equip- 
ment industry is taking a 
hard hit. Applied Materials, 
a Silicon Valley company 
that is the world leader in 
chipmaking equipment, saw 
its share price drop by mare 
than 40 per cent in the four 
months to mid-December. 

The company received 42 per 
cent of its revenues from 
Asia - primarily Japan and 
South Korea - in the last 
fiscal year. 

Robert Stem, an analyst at expansion toward market- 
Merrill Lynch who follows driven growth, the US 
the semiconductor equip- chipmakers maintain. “All 
ment industry, downgraded the troubled economies in 
nine companies, including Asia cannot export their way 
Applied Materials, last out of their current financial 
month. He lowered his fare- problems,” says George 
cast for market growth from ScaJise, president of the 
a range of 10 to 20 per cent Semiconductor Industry 
to a range of 5 to 10 per cent. Association, a US trade 

In other sectors, the group, 
impact of the Asian eco- Similarly, US producers of 
□omic crisis is expected to computer disk drives face 
be less severe. For Interna- mounting competition from 
tional Business Machines Asian producers whose costs 
and Hewlett-Packard, the - measured in dollars - have 
two biggest US computer dropped sharply, 
companies. Asia-Pacific typi- Yet for US makers of per- 
cally represents some 15 to sonal computers, who can 
20 per cent of annual sales, take advantage of the lower 
Thus the effects of slowing cost of components built in 
growth in the region are not Asia, falling currencies in 
expected to be severe. the region may be good 


are in the process-.of adapt- 
ing to internet technologies, 
a little later than ' in North 
America and Europe, thus 
providing strong markets for 
internet equipment and soft- 
ware suppliers. ‘ • 

Whether the rash to keep 
pace with rapidly-changing 
technology- will override eco- 
nomic uncertainties in Asia 
remains .to. be seen. US tech- 
nology companies take com- 
fort,. however, in the belief 
that Asian companies with 
operations -will not 
riskfaHmg behind their for- 
eign competitors in mailing 
use of internetworking tech- 
nologies that link remote 
operations and provide 
online co mmuni cations with 
customers and suppliers.- : 

While the high-tech 
growth markets of the past 
few years niay be slowing, 
new markets with even 
greater potential are on the 
horizon. It was hot by 
chance that when “Asia 
paranoia” struck the US 
stock- market last month. 
Bill Gates, the chairman and 
chief executive of Microsoft, 
was visiting Beijing. 

China, many US lugh-tech 
companies believe. . will 
become the next big engine 
of growth for export sales. 
South America, and in par- 
ticular Brazil, also repre- 
sents a strong emerging 
market for IT suppliers that 
news. Already, prices of could help to compensate far 
“entry-level” PCs are falling slowing growth in Asia, 
well below $1,000 in the US, There are several technol- 
and this is stimulating ogy trends that point toward 
domestic market growth. robust growth in the estab- 
A survey published last lished high-tech markets of 
month by Data quest, a mar- North America and Europe 
ket research group, showed over the coming months, 
tbat 10.2 per cent of US These include the growth of 
households planned to buy a the internet, which is still 
PC over the next six months, attracting new users at a 
This is an increase of 1:5m rapid pace and forcing 
households over the same access providers to upgrade 
time last year and is driven their networks to keep pace 
largely by falling prices, the with demand, 
analysts said. The widespread installa- 

Yet while lower prices tion of corporate intranets - 
may stimulate the PC mar- internal networks based on 
ket in the . US, economic internet technology - as well 
problems could create a pro- as extranets that link compa- 
longed period of weak sides rues to their suppliers and 
in several Asian countries, customers, have become the 
including Japan, according primary engine of growth in 

the IT industry, according to 
industry analysts. 

This has been accompan- 
ied by broad adoption of tbe 
Microsoft Windows NT oper- 
ating system which is fast 
becoming as much a stan- 
dard for network servers as 
is Windows 95 on the desk- 
top PC. 

The emergence of reliable 
voice recognition technology 
that will enable users to talk 
to their desktop computers 
is expected further to boost 
demand in the next year or 
to analysts at UBS Securities two. Hand-held computers 
who predict this will lead are also coming into their 
to slower growth in the own, after several years of 
worldwide PC market next mediocre sales and creating 
year. a potentially huge new mar- 

In general, however, the ket. 
growth of Asian IT markets The biggest prize, how- 
over the past few years has ever, is tbe prospect of creat- 
not been driven by strong ing a vast new “main- 
economies. Rather, sales stream” consumer market 
have stimulated by Asian IT . for IT products that combine 
users rushing to catch up television with the interac- 
with computing trends well tive information resources of 
established in the west. the internet If the world's 
Japanese industries, leading chipmakers. com- 
slower to shift from main- puter manufacturers and 
frame computers to the “cli- software developers succeed 
ent-server” model of comput- in bringing their technology 
ing based on networks of to the masses, tbe boom of 
desktop PCs. have been in the mid-1990s may prove to 
catch-up mode and spending have been just tbe beginning 
heavily. of a period of even more 

Now, Japanese companies rapid growth. 



PCs continue to roll off the production line, but there are worries hi 
the semiconductor market 


Leading electronics, equipment companies 


County 


Sales 

(USSbn) 


GEG 

Htactf 

Matsushita 

Siemens 

Sony 

TosMbe 

NEC 

Ptiiips 

ABB 

MttSuWSrt 


US 

Japan 

Japan 

Germany 

Japan 

Japan 

Japan 

The NetherfandB 

Switzerland 

Japan 


7B.5* 
75.7* 
68 . 1 * ■ 
63.7* 
503*. 
49.5 s 
4&B* 
41.0* 
34h* 
33.1* 
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CHEMICALS • by Michael Peel 



East and west go separate ways 


Leading chemicals companies 


Country 1996 sates 

(USSbn) 


Hoechst 

Germany 

33.953 

BASF 

Germany 

32317 

Bayer 

Germany 

32.405 

DuPont 

US 

23.600 

IQ 

UK 

17.170 

Rhone-Pouienc 

France 

16,794 

Mitsubishi Chemical 

Japan 

15.923 

Atao Nobel 

The Netherlands 

13277 

Asahi Chemical 

Japan 

users. 

Fuji Photo Film 


11.509 


Dtwid WilbraJutm. chief 
executive officer of Hickson 
International 

Britain's chemical industry 
is a substantial contributor 
to tbe nation's wealth, 
with the great majority of 
chemical production 
exported. The whole 
chemical sector is 
undergoing a period of 
change. Areas snch as 
petrochemicals, plastics 
and fibres that provided 
growth in the past are now 
becoming commodities and 
face consolidation. The 
focus has switched to 
specialty chemicals with 
more added value and 
product differentiation. 


The name of the game is to 
be number one or two in a 
defined niche. 
Consequently, as 
companies reposition 
themselves, the 
acquisitions, divestments 
and spin-offs that 
characterised 1997 are 
likely to continue. The 
other major factor is 
currency. The appreciation 
of sterling by 30 per cent 
against tbe D-Mark in less 
than a year equates to a 30 
per cent price reduction on 
exports to the European 
Union. Such instability 
makes planning difficult 
and tests the industry’s 
managers. 


Europe and US 
are having to 
concede markets 
to low-cost 
manufacturers 

An east-west divide is 
opening up in the chemicals 
industry as low-cost manu- 
facturers in south-east Asia 
prepare to take a dominant 
share of the global commod- 
ity chemicals market 

Many European producers 
have decided they cannot 
compete on production costs 
and have spun off or sold 
their industrial businesses. 
They are concentrating 
instead on specialty chemi- 
cals. 

The changing shape of the 
industry reflects the differ- 
ent focuses of eastern and 
western manufacturing. 

Operations to produce 
commodity chemicals such 
as titanium dioxide and poly- 
ethylene tend to be rela- 
tively straightforward to set 
up and run. Consequently, 
the businesses are low-mar- 
gin and prices are uniform. 

On the other hand, the 
manufacture of specialty 
products requires technical 
expertise. This makes it 
more difficult for new 
entrants to the sector to 
undercut established compa- 
nies on production costs. 


This is one of the reasons 
why companies In Asia are 
targeting commodity chemi- 
cals. They also have greater 
freedom than their western 
counterparts to introduce 
significant new capacity as 
they are not under the same 
pressure to deliver 
short-term profits for share- 
holders. 

A great deal of industrial 
chemicals capacity is also 
coming on stream in the US. 
where many companies have 
reinvested profits earned in 
1994 and 1995 in new plants. 
Peter Blair, chemicals ana- 
lyst for Salomon Smith Bar- 
ney. says US ethylene capac- 
ity increased by 9 per cent in 
the final quarter of last year. 

Worldwide increases in 
manufacturing capability 
have led to oversupply of 
commodities such as ethyl- 
ene. polyethylene. PET, sty- 
rene and a wide range of 
chemical fibres. Cbarles 
Brown, chemicals analyst for 
Goldman Sachs, says: "There 
are very few products that 
are booming and quite a lot 
that are depressed, and that 
is consistent with there 
being a reasonable amount 
of capacity about.” 

Other events in Asia last 
year adversely affected west- 
ern chemicals companies. 
The recent slowing of eco- 
nomic growth in Asia made 
it more difficult for Euro- 


pean and US companies to 
export “The areas {of south- 
east Asia] are becoming 
self-sufficient in terms of 
commodity chemicals.” says 
Mr Blair. 

"Tbe Europeans are net 
exporters so you will start to 
see import pressures [into 
Europe] and pressures on 
prices in terms of plastics 
and chemical fibres.” 

In this context, it is hardly 
surprising that European 
manufacturers have been 
exiting in droves from com- 
modity chemicals. 

ICI is the most dramatic 
example. It bought Uni- 
lever’s specialty chemicals 
businesses last year for 
£4.9bn. and sold its titanium 
dioxide and polyester busi- 
nesses to DuPont, of the US, 
for $3bn. Tbe UK group is 
also looking to dispose of its 
fertilisers, explosives, petro- 
chemicals and halochemlcals 
businesses. 


Source. Gokjmwi Sacfts fquty feme** 

Other European groups 
have looked to form compa- 
nies devoted to the manufac- 
ture of specialty chemicals. 
Clariant was created by 
merging parts of Sandoz, of 
Switzerland, with parts of 
the German group Hoechst. 
Ciba Specialty Chemicals 
was spun out of Novartis, 
the Swiss company. 

The financial markets 
have been kind to those who 
have decided to specialise. 
Again, ICI is a striking 
example: its share price rose 
from 688p to a high of more 
than l.lOOp recently on the 
back of its acquisition and 
divestment programme. 

Spectacular rises of this 
type seem to be based on 
pessimism about the future 
of commodity chemicals pro- 
duction tn the west rather 
than a conviction that spe- 
cialty chemicals will gener- 
ate large profits in the 
future. “1 think it’s a bit of a 


concern that Europe is a 
structurally high-cost pro- 
ducer of several commodity 
chemicals,” says Mr Blair. 

"In Europe, in the past, 
companies haw struggled to 
make a good return on 
investment in co mm odity 
chemicals, and I think in the 
future that will get tougher 
because of tbe emergence of 
large export areas Like the 
Middle East. Canada and 
Venezuela.” 

Competition of this sort 
has already forced many 
western companies to alter 
radically their commodity 
operations. Mr Brown says: 
“In dyestuffs we have seen a 
considerable contraction, 
with the number or produc- 
ers diminishing and quite a 
lot of capacity being taken 
out, and a number of produc- 
ers being prepared to out- 
source and even buy prod- 
ucts in India and upgrade 
them.” 

Many analysts think com- 
panies which have retained 
substantial interests in the 
commodities sector - such 
as BASF (Germany), Solvay 
(Belgium;, and DSM (the 
Netherlands) - will soon 
decide to abandon industrial 
chemicals. “They will try to 
move towards more val- 
ue-added areas of chemis- 
try',” says Jeremy Chantry, 
chemicals analyst for Credit 
Lyonnais Laing. 


Global demand for spe- 
cialty chemicals was excep- 
tional last year. Volumes 
grew by about 7 per cent as 
many companies built up 
Inventories. European speci- 
ality chemicals companies 
were better able to export 
into the US because the dol- 
lar was strong. 

Volumes are predicted to 
grow by a much more mod- 
est 3 to 4 per cent this year. 
A weakening of the dollar 
could affect US demand. 

Competition from, south- 
east Asia could also assume 
greater importance. Compa- 
nies in countries such as 
India and China are allying 
technical knowledge to low- 
cost production to make spe- 
ciality items such as phar- 
maceutical intermediates 
and finished drugs. The 
products are low-bulk and 
cheap to ship to export mar- 
kets. 

The future of the.new-look 
chemicals companies in the 
west could depend In part on 
their ability to adapt to this 
competition. "This time last 
year I thought we would be 
in a far worse position than 
we are. especially in plas- 
tics.” says Mr Blair. 

“But. in fact, the margins 
have continued to increase, 
and the supply-demand situ- 
ation has been strong- It’s 
just a matter of how long 
they can sustain that” 
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ays 


Who says 
major competitors 

can 

never agree? 


Within the next two weeks, the future of personal mobile telecommunications will be decided by 
you, the representatives of the telecommunications industry 

To support this critical issue, the worlds leading mobile communications companies have joined 
forces to form The UMTS Alliance and have agreed upon the solution for the next generation Universal 
Mobile. Telecommunications System - UMTS. 

Our TD-CDMA solution differs from other proposals in that The UMTS Alliance has focused 
on meeting the operators’ needs for minimising the technical, financial and implementation risks by 
building upon the already well established GSM technology and system investments. 

. UMTS will provide ubiquitous multimedia services with narrow and broadband data, graphics, 
pictures and video in addition to standard mobile voice sendees. 

Smooth migration to UMTS, spectrum re-use, forward and backward 
compatibility with GSM, cost effective and early multimode terminal 
availability, re-use for existing systems, new services and early access to the 
new generation UMTS standard were all critical success factors in selecting the TD-CDMA solution. 

If these are also your critical success factors, then you should agree with us and choose TD-CDMA. 
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THE UMTS ALLIANCE 


http://www.umts-aMiancB.com 
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BOSCH 

. Ernsi-E. Folgniann 
Member of the Board 
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8 GLOBAL BUSINESS OUTLOOK 


FOOD AND DRINK • by John Wiilman 


Squeeze is on the smaller players 


Tumbling trade 
barriers allow 
the biggest 
groups to become 
even stronger 


It is a rough, tough world 
when a food group with 
global aspirations says it has 
to back out of a dominant 
position in the world's sev- 
enth-largest market for one 
of its core products. 

Yet United Biscuits felt it 
had to do just that at the 
start of tills month when it 
completed the sale of its 
Australian snacks operation 
for S440m to Frito-Lay. 
PepsiCo's food division. 

UB had more than 50 per 
cent of the market in 
Australia, while the US 
group was a distant number 
two. But with annual snack 
sales globally at just £876m. 
the UK group found itself 
outgunned by a competitor 
with sales of almost SlObn a 
year. 

Frito-Lay had mounted a 
sustained assault on the 
Australian market, 
launching waves of 
promotions such as the tazos 
which had been so 


successful in other 
countries. UB had largely 
seen off the challenge, but at 
no little cost to profits - and 
the prospect of a clean exit 
from the business became 
irresistible. 

“Pepsi offered them a lot 
of money to go away - and 
they took it." says Michael 
Landymore. of Henderson 
Crosthwaite. the London 
stockbroker. 

UB's decision - welcomed 
by the markets with a record 
jump in the company's share 
price - reflects the intensify- 
ing competition in the 
world's food and drinks mar- 
kets. In category after cate- 
gory. one or two big global 
groups are emerging as the 
dominant forces, elbowing 
out their smaller competi- 
tors and local manufactur- 
ers. 

In ice cream, it is Unilever 
and Nestle slugging it out 
for dominance In a £25bn-a- 
year market where sales in 
emerging economies double 
every three to five years. 
The Anglo-Dutch consumer 
giant paid $930m in October 
to snap up Kibon. Brazil's 
largest manufacturer - and 
both groups are expected to 
make further acquisitions. 



Brew for thought alcoholic drinks producers now look set tor some consolidation 


Leading food and beverage companies 



Country 

1996 sales 
[USSfani 

Unilever 

UK/the Netherlands 

33.953 

Nest* 

Switzerland 

32^17 

Conagra 

US 

32.405 

Sara Lee 

US 

23.600 

Coca-Cola 

US 

17.179 

RJfi Nabisco 

US 

16,794 

Compart 

Italy 

15.923 

Gnxqa Danone 

France 

13J277 

Archer Daniels Midland 

US 

11.872 

Grand MetrepoHjn* 

UK 

11.509 

- Naur part U Oageo 


Sour*' Fcnote 


In breakfast cereals, more 
than half the world market 
already belongs to Kellogg 
and Cereal Partners World- 
wide, a joint venture 
between General Mills of the 
US and Nestlg. Kellogg still 
has more than 40 per cent of 
the market, but since its for- 
mation in 1990 CPW has 
taken almost 13 per cent - 
more in the countries where 
the two groups compete 
head to head. 

In the carbonated soft 
drinks market, Coca-Cola 
retains its 48 per cent share, 
but PepsiCo, with 22 per 
cent, is likely to give Coke a 
harder run for its money 
now it has spun off its res- 
taurant operation to focus 


on beverages and snacks. 

Until now, the alcoholic 
drinks industry has 
remained relatively frag- 
mented despite the global 
reach of the leading compa- 
nies and their brands. In 
spirits and wines, for exam- 
ple. no group has had more 
than 5 per cent of the 
branded products market. 

That looks set to change 
with the £23bn merger of 
Guinness and Grand Metro- 
politan at the end of last 
year to form Diageo, the 
world's largest drinks group. 
It will have twice the sales of 
either of its two biggest com- 
petitors, Allied Domecq (UK) 
and Seagram (Canada), and 
is expected to launch 


another round of consolida- 
tion in the industry. 

Diageo expects to find 
cost-savings of around £200m 
a year within three years of 
the merger. But analysts 
expect further benefits from 
the marketing and distribu- 
tion synergies of putting 
together a portfolio of 14 of 
the world’s top 100 spirit 
brands - which includes 
Johnnie Walker scotch 
whisky. Gordon's gin and 
Smirnoff vodka. 

In the food and drink 
industries, it is such global 
brands - backed by enor- 
mous budgets for marketing 
and product development - 
that increasingly dominate 
their sectors. And they are 
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Soccer provides rich rewards for manufacturers and rata iters In the form of repHca kit which, much to the chagrin of many parents, can change frequently 


SPORTS GOODS • by Patrick Harverson 


Hurdles are getting higher 


Sustaining the 
success of recent 
years is likely 
to prove a tough 
challenge 


A stroll through any busy 
shopping centre in the US. 
Europe or Japan on a Satur- 
day afternoon will attest to 
the extraordinary popularity 
of branded sportswear in the 
1990s. 

The huge demand world- 
wide for brands such as 
Nike, Reebok and Adidas 
has contributed to the enor- 
mous growth in the sports 
goods industry over the past 
10 years. 

In the last decade the 
worldwide market for sports 
clothing, shoes and equip- 
ment has expanded 75 per 
cent to become a $130bn-a- 
year retail business. 

However, as any sports 
team knows, achieving suc- 
cess is one thing ... sustain- 
ing it is another. Today, 
there are signs that the peak 
of the sports goods industry 
cycle may have already 
passed. Matching the growth 
of the recent past will prove 
a big challenge in 1998. 

Behind the concern about 
the outlook for next year lie 
two developments. 

First, the industry's larg- 
est and most developed mar- 
kets - the US and western 
Europe - appear to have 
peaked and may be entering 
a phase of slower growth. 

Evidence of this comes pri- 
marily from the discomfort 
felt by US sports goods com- 
panies in their domestic 


market. 

“The big problem for Ree- 
bok and Nike is they read 
the US market wrong." says 
Rowan Morgan, sports goods 
analyst at Nikko Securities 
in London. “We had evi- 
dence of Nike cancelling 
manufacturing contracts 
many months ago. They and 
Reebok budgeted for much 
bigger growth in the US 
than happened last year, so 
the market is now awash 
with their products." 

The second cloud on the 
industry’s horizon is the eco- 
nomic turbulence buffeting 
Asian economies. This is 
particularly worrying 
because with growth in the 
developed markets likely to 
slow, sports goods compa- 
nies were looking to expand- 
ing Aslan markets to main- 
tain the recent momentum. 

It may be too early to 
judge how much damage 
will be inflicted on the 
sports good Industry by the 
economic crises in Japan, 
South Korea and elsewhere, 
but analysts are clearly wor- 
ried. “If all these economies 
are bombing out. then 
people are just not going to 
be in a position to shell out 
the equivalent of £G0 for a 
pair of trainers. So while I 
think demand will be there, 
it wiil be latent demand 
rather than hard cash on the 
shop counter," says Mr Mor- 
gan. 

However, not everyone is 
so pessimistic. A report from 
Morgan Stanley Dean Witter, 
the US investment bank, 
forecasts the global retail 
market for sports goods ris- 
ing by 23 per cent to $lS9.2bn 


by 2001. That is roughly the 
same pace of growth as in 
the last five years. The fore- 
cast is based on the belief 
that “an expected decelera- 
tion of growth in the US, 
from 33 per cent between 
1991 and 1996 to 19 per cent 
between 1996 and 2001. will 
likely be offset by other lead- 
ing markets.'' says the 
report 

Certainly, the key factors 
that have driven the strong 
growth of the past decade - 
rising incomes, lifestyle 
changes, heavy advertising 
spending and media cover- 
age. and the emergence of 
sports brands as fashion wear 

- are unlikely to disappear 
overnight. 

Yet if the troubles in east- 
ern Asia do lead to a general 
worldwide economic slow- 
down. the industry will not 
be able to rely on rising 
incomes to sustain demand. 
Also, while the influence of 
lifestyle changes - such as 
more participation in sport 
and active leisure pursuits, 
and the rise of informal 
clothing at work and school 

- may continue to be appar- 
ent, they are likely to take 
longer to impact demand in 
newer markets where the 
pace of social change Is 
much slower. 

As for the fashion element 
In sportswear’s popularity, it 
is impossible to predict what 
will happen next, which is 
one of the dangers for sports 
goods companies. Just as 
sportswear can be come 
fashionable, so it can 
become unfashionable. 

The big companies claim 
not to be worried about fash- 


ion. and believe the strength 
or their products’ appeal lies 
in performance and technol- 
ogy, not passing fads. Cer- 
tainly innovation in sports- 
wear. and shoes and 
equipment in particular, has 
been a significant factor 
behind the past decade's 
boom. Nike has led the way 
In shoe technology, while 
companies such as Callaway 
in the US have revolution- 
ised the golf equipment mar- 
ket with new technologies, 
and their R&D spending will 
continue to grow in 1998 and 
beyond. 

Golf is expected to be the 
sport that sees the biggest 
growth in equipment sales 
during this year - in part 
due to the extraordinary 
influence of US star Tiger 
Woods on young would-be 
golfers - followed by winter 
sports, where growth in 
snowboard sales should help 
offset the continued slump 
in alpine ski demand. Te nnis 
equipment, once so strong, 
will continue to lag behind, 
suffering from the sport’s 
current lack of popularity 
among consumers. 

IT economic forces turn 
against the industry, heavy- 
spending on promotion and 
advertising should help 
soften the impact. Every big 
company has learned that 
high-profile, innovative mar- 
keting is effective in driving 
demand, and they continue 
to spend very large amounts 
accordingly. Analysts fore- 
cast that Nike will spend 
more than $lbn on advertis- 
ing and promotion this year. 
Adidas more than S600m and 
Reebok about $400m. 


The apparently insatiable 
demand for sports program- 
ming. news, information and 
analysis in the broadcasting, 
printed and online media 
will also provide support for 
the industry. 

The soccer World Cup in 
France next summer, for 
example, will be as much 
about a battle of the brands 
as it will be about which 
country deserves to be the 
sport's champion. A lot of 
kits, boots and footballs can 
be sold when a cumulative 
audience of more Lhan 30bn 
watches the month-long 
tournament. 

Pricing remains an impor- 
tant issue, but few commen- 
tators expect margins to 
come under pressure from 
price competition. “There is 
□o benefit to the companies 
or trying to engage in a price 
war." says Nikko's Mr Mor- 
gan. “All that does is drag 
everybody down. What you 
will see is higher specifica- 
tion on the product to main- 
tain the price and keep the 
price- margins structure in 
place." 

However, if intense compe- 
tition in the industry does 
lead to something this year 
it could be further consolida- 
tion of the market, along the 
lines of the upcoming pur- 
chase of Salomon, the 
French sports goods com- 
pany, by Adidas. The big are 
likely to get bigger, says 
Morgan Stanley. “In this 
fast -changing environment, 
we believe that other makers 
may start to consider merg- 
ers or tie-ups in order to sur- 
vive in an increasingly com- 
petitive market." 


becoming more important as 
trade barriers fall, says 
Chuck Brymer, chief execu- 
tive of Interbrand, the global 
branding group. 

This is a real issue for 
i-atin American companies," 
he says, “as free trade areas 
such as Nafta and Mercosur 
bring- greater competition 
from US brands." 

There remains a place for 
local producers In bringing 
new products to the market, 
according to Euromonitor, 
the market research com- 
pany. It predicts that the big 
drinks companies will use 
products such as soju from 
Korea and cac hac a from Bra- 
zil to enliven stagnant west- 
ern markets and boost sales. 

A recent report from Flem- 
ings. the investment bank, 
suggests brewers in emerg- 
ing markets are best placed 
to cash in on the forecast 
growth in beer sales. With 
the market in developed 
countries flat any growth is 
likely to be in their domestic 
bases in Asia, Africa and 
Latin America. 

There are large interna- 
tional brewing groups such 
as Anheuser-Busch (US). 
Heineken (the Netherlands; 
and Carlsberg (Denmark). 
But there are no true inter- 
national brands that rank 
with Johnny Walker. Coca- 
Cola or Nescafe in the 
world's consumer markets. 

Flemings identifies the 
fastest-growing brands glob- 
ally as Castle, produced by 
South African Breweries, 
and B rahm a, the Brazilian 
beer. Both are already in the 
world's top 10 brands and 
rapidly expanding outside 
their home countries. 









John McGrath, chief 
executive rtf Diageo * 

I believe 1998 will see 
continuing consolidation 
in the food and drinks 
industries. The next phase ' 
has started in the drinks 
business with the merger 
of Guinness and Grand 
Metropolitan to form 
Diageo. It remains to be 
seen which companies 
follow suit and what sort 
of arrangements they 
make with each other. . 


I set great store : 

innovation.' 1 beHeve the. r 
' gap will widen between .*•■ 
companies that innovate’ ^ 
and those that denot in'” '* 
the food iodnstry .for ' 
example, companies which 
are stuck in tow < >7* 
value-added produce wiH , - 
face serious problems; Fttc t 
the alcoholic drinks . 

industry, there will be.^ \ 
even greater marktrffng ' ' 

' investment behind the big^' ' 
global brands. ’ .. * ’• ■? V>; /. 


But the big question for 
the food and drinks compa- 
nies in 1998 is whether they 
can count on the emerging 
markets to provide growth 
in product categories which 
have reached maturity in 
the developed world. If the 
economic turmoil in eastern 
Asia deepens or spreads to 


Latin America, the ambi- 
tions of many global groups 
could be stalled. , . 

hi such circumstances, the 
competition in North Amer- 
ica and Europe will become 
even more intense - and is 
likely to lead to more bard- 
nosed decisions such as that 
of United Biscuits. 


MANUFACTURING • by Peter Marsh 


Going international 
can spread risks 


An increasing 
number of 


companies are 
now ‘following 
the customers" 


The risks and benefits of 
going global are among the 
key areas for decisions in 
many manufacturing compa- 
nies. At the heart of this 
strategy is whether fay inter- 
□ationalising their 
operations they can increase 
sales and profits, while also 
minimising their exposure to 
cyclical downturns. 

Other goals, according to a 
recent study* on globalising 
in manufacturing by Arthur 
D. Little, the consultancy, 
include taking advantage of 
lower production and deliv- 
ery costs, reducing currency 
risks, and meeting the 
demands for local supply 
from customers in specific 
countries. 

Perhaps the most impor- 
tant aspect for many compa- 
nies is that by spreading 
their sales internationally 
they can multiply the bene- 
fits from set amounts of 
investment in areas such as 
product development and 
manufacturing know-how. 

An important consider- 
ation is the use of modern 
information technology 
systems both to help manag- 
ers and engineers in geo- 
graphically diverse areas to 
work on joint projects, and 
disseminate as widely as 
possible the fruits or their 
work around the operations 
of the company. 

A good example of a com- 
pany fitting in with these 
trends is Johnson Controls, 
a US manufacturer of auto- 
motive parts and control 
systems for buildings. 

In the mid-1980s, it took 
notice of car companies' 
need to outsource produc- 
tion of vehicle seats, an 
activity they bad until then 
undertaken mainl y at their 
own plants. Now Johnson 
produces some S7bn of seats 
and cither car interior parts 
for care a year, with much of 
the growth having resulted 
from the company following 
customers such as General 
Motors and Ford in their 
own international operations 
by setting up components 
factories close to the car- 
makers’ plants. 

While Johnson's seats 
sales are currently split 
roughly 70:30 between North 
America and western 
Europe, Jim Keyes, the 
c h ai r man, says that by 2000 
the company will have “sig- 
nificant" sales in these prod- 
ucts in other regions, partic- 
ularly eastern Europe, South 
America and east Asia. 

Also implementing the 
"follow your customers" 
strategy is AMP. the US 
company which is the 
world’s biggest makers of 
electrical connectors for 


industries such as comput- 
ing, telecommunications, 
white goods, vehicles and 
power engineering. 

AMP, with sales of more 
than $5bn a year, started its 
non-US plan ts in the 1950s at 
the behest of customers, 
including International Busi- 
ness Machines (IBM), which 
were setting up foreign man- 
ufacturing operations. By 
splitting itself Into five main 
“global product groups" the 
company hopes to match as 
fully as possible its custom- 
ers’ requirements with its 
own internal resources, 
according to Bill Hudson, 
AMP's chief axecutive. 

While the goal of reducing 
labour costs explains many 
multinationals' efforts to set 
up plants in low-cost regions 
such as eastern Europe and 
China (particularly for sup- 
plying local markets such as 
western Europe and other 
parts of Asia), most compa- 
nies realise that, given the 
tendencies for world manu- 
facturing costs eventually to 
level out. these moves are 
essentially no more than 
short-term strategies. 

A more potent approach is 
to internationalise, either to 
secure access to new mar- 
kets which would be difficult 
to reach from the companies' 
home base, or to tap technol- 
ogies that would be difficult 
to acquire in any other way. 

A joint venture between 
Worthington Industries and 
Armstrong World Industries, 
two LiS engineering compa- 
nies, is an example of the 
first stance. In five years it 
has carved out a 19 per cent 
share of the European mar- 
ket in ceiling support 
systems Tor buildings, a spe- 
cialist yet fast-growing part 
of the construction industry. 

The two companies came 
together to set up the first of 
three European, plants in 
1992. to capitalise on their 
previous expertise In supply- 
ing the US industry. By the 
end of the century, the joint 
venture - called Wave - 
intends to open more plants 
in Europe to push their 
share of the market within 
the continent to more than 
one-third, according to Ralph 
Roberts, Worthington's 


vice-president in charge of 
corporate development. 

An example of a company 
branching out into new tech- 
nology through foreign 
operations is provided by 
Cincinnati Milacron, the US 
machinery company which 
in the 1990s took over two 
strategically-important Ger- 
man companies in an effort 
to widen its product range. 

- The acquisitions of Ferro- 
matik in 1993 and Widia in 
1995 - makers of plastics 
production machinery and 
cutting tools respectively - 
helped the company to move 
more deeply into these fields 
and away from its tradi- 
tional reliance on machine 
tools. At the same time, 
according to Dan Meyer, 
chairman, they helped Cin- 
cinnati’s switch away from 
the US as the dominant 
place for its business. 

In 1997, almost half the 
company’s sales of nearly 
S2bn came from -outside the 
US, up from just bne-third in 
1990, while over this period 
the proportion of employees 
based outside the US has 
risen from 20 per cent to 40 
per cent 

Even given the trends to 
internationalisation in many 
companies, according to 
Arthur D. Little, too few 
have given sufficient global 
thought when it conies to 
component supply - an 
important field which in 
many manufacturing compa- 
nies can account for 50 per 
cent of total costs. 

According to the consul- 
tants' study of 25 European 
companies with 500 plants in 
38 countries, only 60 per emit 
had harmonised most or all 
of their supply operations, 
such as through forming 
lists of global suppliers who 
could provide components to 
a number of plants. This is 
surprising says the consul- 
tancy because “in our view 
all important suppliers 
should be selected at a 
global level”. 

* Best Practice in Globalising 
Manufacturing: A Survey of 
Selected European Compa- 
nies: Arthur D. Little in 
cooperation with Tedurische 
Rochschule, Darmstadt, Ger- 
many. 
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Are all your talents working in concert? 


An impressive range of skills 
can be found in almost every 
organisation. The challenge, of 
course, is getting them to per- 
form harmoniously. 

Andersen Consulting works 
to help synchronize all of your 


vital components: strategy, 
technology, process and people. 

With vast experience in each 
of these areas, we can help you 
seamlessly blend individual 
strengths with collective goals. 
Because these days, organisa- 


tions don’t perform. Unless they 
perform together. 


Andersen 

Consulting 
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